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THE SEMI-ANNUAL REPORT 
OF THE CONSUMER FINANCIAL 
PROTECTION BUREAU 


Tuesday, January 28, 2014 

U.S. House of Representatives, 

Committee on Financial Services, 

Washington, D.C. 

The committee met, pursuant to notice, at 10:04 a.m., in room 
2128, Rayburn House Office Building, Hon. Jeb Hensarling [chair- 
man of the committee] presiding. 

Members present: Representatives Hensarling, Bachus, Royce, 
Capita, Garrett, Neugebauer, McHenry, Pearce, Posey, Fitzpatrick, 
Luetkemeyer, Huizenga, Duffy, Hurt, Grimm, Stivers, Fincher, 
Stutzman, Mulvaney, Hultgren, Ross, Pittenger, Wagner, Barr, 
Cotton, Rothfus; Waters, Maloney, Velazquez, Sherman, Meeks, 
Capuano, Clay, Lynch, Scott, Green, Cleaver, Ellison, Perlmutter, 
Himes, Peters, Carney, Sewell, Foster, Kildee, Murphy, Sinema, 
Beatty, and Heck. 

Chairman Hensarling. The committee will come to order. 

Without objection, the Chair is authorized to declare a recess of 
the committee at any time. 

This hearing is for the purpose of receiving the testimony of the 
Director of the Consumer Financial Protection Bureau (CFPB) con- 
cerning the Bureau’s semi-annual report. 

I now recognize myself for 4% minutes to give an opening state- 
ment. 

This morning, we welcome back Mr. Richard Cordray, Director of 
the CFPB, for one of his two statutory semi-annual appearances 
before our committee. It is an important appearance because, by 
design, the CFPB is perhaps the single most powerful and least ac- 
countable Federal agency in all of Washington and demands rig- 
orous oversight. 

First, let’s speak of its power. When it comes to credit card loans, 
auto loans, and mortgages of hardworking taxpayers, the CFPB 
has unbridled discretionary power not only to make them less 
available and more expensive, but to absolutely take them away. 
This is not the rule of law; it is the rule of rulers, and the rulers 
are unaccountable. 

The Bureau is fundamentally unaccountable to the President 
since the Director can only be removed for cause, fundamentally 
unaccountable to Congress because the Bureau’s funding is not 
subject to appropriations, and fundamentally unaccountable to the 
courts because the Dodd-Frank Act requires courts to grant the 
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CFPB deference regarding its interpretation of Federal consumer 
financial law. Thus, the Bureau regrettably, remains unaccountable 
to the American people. 

The American people deserve better. They now have witnessed a 
failed stimulus plan, trillions of dollars of unsustainable debt that 
we can witness on the monitors, revelations of NSA domestic data 
collection, and a broken promise of, “If you like your health insur- 
ance, you can keep it.” The American people rightfully demand ac- 
countability from this Administration. 

Therefore, our committee took common-sense steps in November 
to make the Bureau more accountable and transparent when we 
passed six bills that reform the CFPB’s flawed structure, such as 
replacing its single unaccountable Director with a bipartisan board; 
putting Bureau employees on the civil service pay scale; intro- 
ducing a safety and soundness check on its regulations; and giving 
American citizens greater control over their personal financial data 
that the Bureau is collecting and maintaining on them at this time. 

Our committee took another modest step towards greater ac- 
countability for the CFPB when we announced that the committee’s 
Web site now offers an easy way for the American people to let us 
know how the Bureau’s works affect them, good or bad. And since 
many citizens today justifiably fear reprisals when it comes to 
speaking their mind about big government agencies, citizens’ sto- 
ries and comments will be treated confidentially, upon request. 

We are already hearing a lot of feedback concerning the harmful 
impact on consumers of the Bureau’s Qualified Mortgage (QM) 
rule, which went into effect just days ago. 

Let me share a couple of those messages with you. One is from 
Doyle Cooper, a small-town banker in Royse City, Texas. He used 
our Web site and gave his permission to quote him: “The results 
of Dodd-Frank in the CFPB continue to be a burden on us each and 
every day. We have just this past week decided to suspend any and 
all mortgage products. We know our customers and their busi- 
nesses. But yet, we are being asked to use a one-size-fits-all under- 
writing criteria to allow the loan to be a Qualified Mortgage. The 
customers in our community have come to rely on us to help their 
dreams happen, and now we are being forced to say, ‘No, we can 
no longer help you.’” 

Another small-town community banker wrote in to say this about 
the QM rule: “Our bank has had to exit this line of business” — 
meaning mortgage lending. “The bank cannot find a way to gen- 
erate these small-balance loans in a profitable manner under the 
existing regulatory environment. I can’t tell you the number of 
times we have had to tell our good, low- to moderate-income cus- 
tomers that we can no longer loan them money to purchase a home 
to live in.” 

I have one more story from a small-town community banker out 
West. The community bank, due to the QM rule, discontinued mak- 
ing owner-occupied home loans. The banker said, “A typical cus- 
tomer is one without a credit score but whom we have known all 
of his or her life and have made many personal loans to them over 
the years. Often, these are Hispanic customers — 60 percent of our 
population. And many are more stable than so-called qualifying 
secondary market individuals who are simply overleveraged.” 
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The CFPB has a very important mission. Properly designed and 
led, it is capable of great good, but stories like these dramatically 
show the very real harm that the CFPB can inflict on low- and 
moderate-income Americans. We can all imagine a brighter day 
with abundant economic opportunity for all, competitive markets, 
and where consumers’ freedom to choose is respected — a day when 
these consumers are protected not only from deceptive practices 
and fraudulent claims that may come from Wall Street, but they 
are protected from the power grabs and excesses of Washington as 
well. Until that day comes, this committee will do everything in its 
power to hold the CFPB accountable to the American people. 

The Chair now recognizes the ranking member, Ms. Waters, for 
4 minutes. 

Ms. Waters. Thank you, Mr. Chairman. 

Welcome, Director Cordray, on the Consumer Financial Protec- 
tion Bureau’s 46th appearance before Congress since its inception 
in 2011. Despite the Bureau’s extensive engagement with this com- 
mittee over the past few years, the CFPB has managed to do more 
than just testify before Congress. To the contrary, the CFPB has 
built an unprecedented record of success protecting our Nation’s 
customers and consumers and servicemembers who have been vic- 
timized by unscrupulous corporations and financial institutions. 

In fact, the Bureau’s enforcement actions have resulted in over 
$3 billion being directly refunded to nearly 10 million consumers 
and servicemembers. And the CFPB has earned the trust of the 
American public. It has received more than 269,000 consumer com- 
plaints, resolved tens of thousands of individual problems, and an- 
swered more than 1,000 questions posed through its online portal. 

Director Cordray, you are here today to discuss findings of your 
semi-annual report, which shows the Bureau’s continued success 
and effectiveness on behalf of consumers. In fact, the reports shows 
that in just 1 year — 1 year’s period — the CFPB received approxi- 
mately 122,000 consumer complaints on issues ranging from mort- 
gages, credit cards, and banking services, to credit reporting and 
student loans. These issues matter to our Nation’s consumers and 
the CFPB is ensuring that when it comes to these industries, pro- 
tecting consumers is the Bureau’s top priority. 

Moreover, we know that when consumers complain, companies 
listen. Recently, the CFPB has issued a number of important regu- 
lations that protect consumers from predatory financial practices. 
Most notable is the Qualified Mortgage rule, which protects con- 
sumers by requiring that lenders only make mortgage loans to 
those who can afford to repay them over the loan term. 

The semi-annual report also indicates the Bureau has continued 
this unprecedented success in enforcement actions against a wide 
range of institutions for unscrupulous actions. In Fiscal Year 2013, 
the CFPB was a party to 13 enforcement actions related to decep- 
tive marketing, unlawful debt collection, discrimination, unlawful 
fees, and fraudulent mortgage relief schemes. 

I am truly proud of the CFPB’s outstanding success on behalf of 
our Nation’s active duty military, restoring more than $12.5 million 
to servicemembers. 

I was particularly pleased to see that in November of last year, 
the CFPB took its first enforcement action against a payday lender. 
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ordering Cash America to refund $14 million to consumers for over- 
charging our servicemembers and robo-signing court documents 
and debt collection lawsuits. These actions are important and must 
continue. 

In the midst of significant Republican scrutiny, and to potential 
data breaches at the CFPB and other agencies, the CFPB has actu- 
ally helped consumers protect themselves from fraud and identity 
theft and actual breaches, such as the recent incidents at Target 
and other major retailers. 

So, Director Cordray, I would like to take this moment to com- 
mend you for the CFPB’s impressive track record in these short 
years. But despite all these successes. Republican attacks on the 
CFPB continue, unrelenting. Their campaign to undermine the Bu- 
reau is nothing more than a disservice to our Nation’s consumers 
and our men and women in uniform. 

So I look forward to the witnesses’ testimony, and I yield back 
the balance of my time. 

Chairman Hensarling. The Chair now recognizes the gentlelady 
from West Virginia, the Chair of our Financial Institutions Sub- 
committee, Mrs. Capito, for a minute-and-a-half. 

Mrs. Capito. Thank you, Mr. Chairman. And I would like to 
thank Director Cordray for joining the committee this morning. 

For the last 9 months, my subcommittee has spent a significant 
amount of time learning about the Bureau’s new mortgage rules, 
and what impact they will have on consumers. Community bankers 
and credit unions are very concerned about their ability to offer 
targeted programs to help low- and moderate-income borrowers. 

Last June, the chairman of WesBanco, which is in Wheeling, 
West Virginia, raised concerns about the ability of his bank to con- 
tinue administering a charitable trust that helps low-income bor- 
rowers to realize that dream of home ownership. 

Just 2 weeks ago, the executive from Orion Federal Credit Union 
in Memphis raised the same concerns that many of his members 
who benefited from the Orion Homerun Program, a tailored rent- 
to-purchase program, will not fit the Qualified Mortgage standard. 
And during that same hearing, the CEO of Habitat for Humanity 
of Charlotte testified that, “As the regulations stand today. Habitat 
affiliates remain at risk of a debilitating liability.” 

In each of these cases, a local lender is losing their ability to 
serve their community. Lenders who previously assessed a bor- 
rower’s ability to repay will be handcuffed by arbitrary thresholds 
and a one-size-fits-all approach. 

I am very concerned that what we are going to end up doing with 
this QM rule is hurting those low- and moderate-income borrowers 
who so desperately need the flexibility and the ability to attain a 
mortgage. 

So I look forward to hearing your comments on that, and I want 
to make sure that these borrowers are not left out of the system. 

I yield back. 

Chairman Hensarling. The Chair now recognizes the gentlelady 
from New York, Mrs. Maloney, for a minute-and-a-half. 

Mrs. Maloney. I thank the ranking member and the chairman 
for calling this hearing. 

And I welcome Director Cordray. 
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In just 2 V 2 years, the CFPB has made huge strides on a number 
of important consumer protections, from mortgage disclosures to 
credit cards to remittance transfers to protecting our 
servicemembers. 

The CFPB has also established itself as a data-driven agency. Its 
rule-writing process has won praise from industry and consumer 
advocates, and both Democrats and Republicans. The Bipartisan 
Policy Center described the CFPB’s QM rule writing process as 
“open, driven by data and research, and focused on practical appli- 
cation in the mortgage market.” 

And there is still plenty of work left to do. The Bureau is work- 
ing on some very important issues such as prepaid card regulation, 
payday lending, debt collection, and credit card overdraft policies. 
These are clearly issues that merit attention from the CFPB be- 
cause they affect a large number of our constituents and consumers 
on a day-to-day basis. 

As one who helped author the requirement of the semi-annual re- 
port to Congress and other provisions in the CFPB law, I look for- 
ward to Director Cordray’s testimony today. 

Thank you for your hard work. 

Chairman Hensarling. The Chair now recognizes the gentleman 
from New Mexico, Mr. Pearce, for 1 minute. 

Mr. Pearce. Thank you, Mr. Chairman. 

And, again. Director Cordray, we appreciate your appearance 
here today. We have heard in previous hearings, and in this one, 
that your job is to protect the consumers, that you, in fact, yourself 
state that you are focused on making financial markets work bet- 
ter. My belief is that in rural States like New Mexico, you are mak- 
ing the market worse. 

I would quote from a banker in Otero County: “Hardworking peo- 
ple in rural New Mexico are being denied access to credit for pur- 
chasing a manufactured home because of CFPB policies. Their poli- 
cies are hurting the small guys.” That is what I have maintained 
in every hearing that we have had with you so far. 

In your attempts to protect the small guy, you are actually lim- 
iting access to credit. Fifty percent of the homes in New Mexico are 
trailer houses, and now, almost all of our lenders are out of that 
market. 

Twenty-five percent have gotten out of loaning money for houses 
completely, so you are hurting — ^your war on the poor is hurting 
New Mexico, and we would like to express our position in this 
hearing. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Texas, Mr. Green, 
for a minute-and-a-half. 

Mr. Green. Mr. Chairman, I would like to yield 30 seconds ini- 
tially to Mr. Capuano. 

Mr. Capuano. Thank you, Mr. Green. 

Mr. Cordray, I just wanted to say I think you are doing a great 
job. Keep it up. 

Mr. Green. Thank you. 

Thank you, Mr. Chairman. 

And I thank the Director for appearing. 
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I would like to also thank Mr. Dodd and Mr. Frank. And I would 
like to thank Mr. Dodd and Mr. Frank because I liken them to 
Benjamin Franklin, who was questioned after the Constitutional 
Convention of 1787. The question was whether we have a mon- 
archy or we have a republic. And his response was, “We have a re- 
public if you can keep it.” 

Today, we have a Consumer Financial Protection Bureau. And 
the question is, can we keep it? 

My hope is that what Mr. Dodd and Mr. Frank have done in re- 
quiring the semi-annual reports will give us enough empirical evi- 
dence so as to convince the public and Members of Congress that 
this agency is vital and important. 

With this agency having returned $3 billion to 9.7 million con- 
sumers, I think that speaks volumes. And I would also add, the 
question is whether or not we would have received this $3 billion 
placed back in the hands of consumers if we did not have the Con- 
sumer Financial Protection Bureau. My suspicion is probably not, 
but I will ask the Director to elaborate on that at a later time. 

We have it. The question is, can we keep it? 

I yield back. 

Chairman Hensarling. The Chair now recognizes the gentleman 
from Wisconsin, Mr. Duffy, for 1 minute. 

Mr. Duffy. Thank you, Mr. Chairman. 

I am here with a hopeful heart that the Director is going to 
renew his commitment to providing us open and transparent testi- 
mony, consistent with his promise and the promise that has been 
made from the CFPB to the American people. 

I am specifically interested in hearing testimony in regard to the 
data collection program at the CFPB — specifically, the extent of the 
information that is being collected on the American people and the 
extent of the disclosure that the American people get when you col- 
lect and monitor information on their financial transactions. 

I am also interested in hearing about the civil penalties fund, 
how you find victims, designate victims, and decide to reimburse 
victims. We are aware that you have provided $14.6 million in vic- 
tim compensation. 

I am also interested in hearing about the Consumer Education 
and Financial Literacy Program, where you have designated $13.4 
million for that education. But I also want to know about the $96 
million that has been unobligated and what the intent is for the 
use of those dollars. 

With that, I yield back. 

Chairman Hensarling. The Chair now recognizes the gentleman 
from Connecticut, Mr. Himes, for a minute-and-a-half 

Mr. Himes. Thank you, Mr. Chairman, and welcome. Director 
Cordray. I am glad you are here. 

I was very heartened by the lengthy discussion we had some 
time ago in which you were obviously committed to your mission 
and had an appreciation for the limits of your mission and the need 
you had, of course, to not overly regulate in ways that would be 
harmful for our economy. 

I am glad you are here. You will sense that is not a sentiment 
universally shared in this room. 
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As the chairman said, they offered up the opportunity to the 
American public to offer stories about the work you do. I have been 
reading this survey. Apparently, you can help — they helpfully point 
out that you are engaged in a massive data-collection effort, gath- 
ering confidential financial information on millions of Americans, 
adding piles of new burdensome regulations on job creators — it 
goes on and on. 

In my business, this is called “push-pulling.” It is certainly lead- 
ing the witness. It is certainly fear mongering. And apart from the 
entertainment value of this white-hot partisanship, I got to think- 
ing, what about the stories that can’t be told? 

How does one tell the story of a predatory loan that didn’t bank- 
rupt an American family? How does one tell the story of a liar’s 
loan that didn’t get made and of a family who is not sitting on the 
curb, bewildered, surrounded by their meager belongings? This is, 
of course, where we were, where the Majority would put us back 
to, and I think it is worth remembering that. 

It is also worth pointing out that the Dallas Fed produced a re- 
port just recently putting a price tag on that tragedy. And the Dal- 
las Fed said that the price tag per American household was 
$50,000 to $120,000 per household. 

Director Cordray, I thank you for the efforts you are going to 
make to make sure that never happens again. 

And I yield back the balance of my time. 

Chairman Hensarling. The Chair now recognizes the gentleman 
from Tennessee, Mr. Fincher, for 1 minute. 

Mr. Fincher. Thank you, Mr. Chairman. 

And welcome, Mr. Cordray. I read in your bio that you are from 
Ohio, so you are somewhat familiar with rural America. I, too, live 
in a small county in Tennessee where we don’t have a red light in 
the entire county. I have spent my life farming and working in 
rural communities. 

You may not realize it, but manufactured housing plays a signifi- 
cant role in the lives of many folks who live in rural communities 
in my district and across my State. For many families, this may 
be the only home they can afford, and when they are just starting 
out, sometimes rental properties are not always abundant in rural 
areas. Starting this month, though, it will be a lot harder for those 
families to get a loan to buy manufactured housing homes. 

I am concerned the CFPB is cutting off access to credit for low- 
and moderate-income home buyers due to the Home Ownership 
and Equity Protection Act (HOEPA) Loan rules implemented this 
month. I have introduced legislation, H.R. 1779, the Preserving Ac- 
cess to Manufactured Housing Act, to correct this problem, and it 
has received bipartisan support with over 100 cosponsors and a 
companion bill in the Senate. 

Clearly, this is a problem for a lot of Members, and I am hopeful 
we can work this out before families across America are left with- 
out access to financing. 

Chairman Hensarling. The Chair now recognizes the gentlelady 
from Arizona, Ms. Sinema, for a minute-and-a-half. 

Ms. Sinema. Thank you, Mr. Chairman. 

And thank you. Ranking Member Waters. 
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Director Cordray, thank you for recognizing the difficulties faced 
by homeowners in my State, and specifically in Phoenix, and for 
choosing to hold a field hearing there to kick off the Consumer Fi- 
nancial Protection Bureau’s new mortgage rules. 

As you know, one in five Arizona homeowners with a mortgage 
still owes more than their home is even worth. And across the 
country, that number is roughly one in ten. 

As of December 31st, the CFPB has received almost 6,000 con- 
sumer complaints from Arizonians, including over 2,500 mortgage- 
related complaints. 

And my constituent, Mary, was one of these homeowners. Mary 
lost her job. She was attempting to negotiate a short sale with her 
bank but the bank refused to accept the terms of the deal, delaying 
and unnecessarily preventing the sale of her property. The prob- 
lems were endless, and Mary felt like she had no recourse. She was 
at the mercy of her bank until the CFPB stepped in and helped fa- 
cilitate a favorable outcome, which allowed Mary to move on with 
her life. 

Arizona’s homeowners are still struggling, and we feel like we 
must do everything we can to help them. The CFPB’s new mort- 
gage rules protect Arizonians like Mary at every stage of the proc- 
ess, from getting the right mortgage to paying back the loan, and 
they provide hardworking families reasonable safeguards against 
bad mortgage deals that ruin credit and cost families their homes 
and financial security. 

In addition to protecting homeowners, the Bureau has also vigor- 
ously enforced protections for active duty military families, restor- 
ing millions of dollars to servicemembers under the Military Lend- 
ing Act. This is a huge issue in Arizona. 

Thank you. 

Chairman Hensarling. The Chair now recognizes the gentlelady 
from Missouri, Mrs. Wagner, for 1 minute. 

Mrs. Wagner. Thank you, Mr. Chairman. 

Welcome, Director Cordray. 

It is unfortunate, but by no means surprising, that some of the 
worst fears and predictions regarding the Bureau of Consumer Fi- 
nancial Protection have already come true. 

Earlier this month, our committee learned that organizations 
such as Habitat for Humanity, as Mrs. Capita referenced, are find- 
ing it more difficult to help low-income families attain homeowner- 
ship. Many of us have heard from our community banks that are 
altogether leaving the mortgage business or are seeing their com- 
pliance costs absolutely skyrocket. 

Regrettably, news such as this has become all too common since 
the Bureau’s inception, whether it is the unfair way in which low- 
and moderate-income Americans are harmed under the Qualified 
Mortgage rule, the deceptive public database of unverified com- 
plaints maintained by the Bureau that only serves to mislead con- 
sumers, or the abusive manner in which the Bureau is spending 
money and irresponsibly gathering the sensitive financial informa- 
tion of American families. 

It is clear by now that this Federal bureaucracy is crying out for 
reform. And I hope that today’s hearing helps to shine further light 
on the Bureau. 
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I thank you, and I yield back. 

Chairman Hensarling. That concludes our opening statements. 

Today, we welcome Richard Cordray, the Director of the CFPB. 
Director Cordray has appeared before this committee before, so I 
believe he needs no further introduction. 

Without objection, the Director’s written statement will be made 
a part of the record. 

Again, Director Cordray, welcome, and you are now recognized 
for your testimony. 

STATEMENT OF THE HONORABLE RICHARD CORDRAY, DIREC- 
TOR, CONSUMER FINANCIAL PROTECTION BUREAU (CFPB) 

Mr. Cordray. Thank you. Chairman Hensarling, Ranking Mem- 
ber Waters, and members of the committee. Thank you for inviting 
me to testify about the fourth semi-annual report of the Consumer 
Financial Protection Bureau. Since we opened our doors just over 
2 years ago, the Bureau has been focused on making consumer fi- 
nancial markets work better for consumers and honest businesses. 

Representative Himes, you said you are not sure that everybody 
is glad to see me today. My sense is different. I think everybody 
here is glad to see me; they just may have different reasons. 

[laughter] 

The report we are discussing today describes the Bureau’s efforts 
to achieve this vital mission. Through fair rules, consistent over- 
sight, appropriate enforcement of the law, and broad-based con- 
sumer engagement, the Bureau is helping to restore trust in con- 
sumer financial markets. 

Through our collaborative enforcement work with fellow regu- 
lators, we are putting approximately $3 billion back into the pock- 
ets of millions of consumers who fell victim to various violations of 
consumer financial protection laws. This includes a refund of more 
than $6 million to thousands of U.S. servicemembers based on fail- 
ure to properly disclose costs associated with repaying auto loans 
through the military allotment system and expensive auto loan 
add-on products sold to active duty military. 

Because of our supervisory work, financial institutions are mak- 
ing changes to their compliance management systems that have 
prevented violations, reduced risk to consumers, and resulted in fi- 
nancial restitution to many thousands of additional consumers. 
That is good work by our supervision team, good business practice 
for the companies, and good for consumers, who deserve to be 
treated fairly under the law. 

Over the past year we have enacted a number of new rules to 
meet the mandates of the Dodd-Frank Act, including the Qualified 
Mortgage rule, which I understand we will be talking about today. 
This important rule requires mortgage lenders to make a good- 
faith, reasonable determination that borrowers can actually afford 
to pay back their loans. It is a back-to-basics approach to mortgage 
lending. We also enacted the mortgage servicing rules, which are 
designed to clean up sloppy practices and ensure fair and more ef- 
fective processes for troubled borrowers who may face the loss of 
their homes. And we adopted a remittance rule that provides trans- 
parency and consumer protections for international money trans- 
fers for the very first time. 
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During this period, the CFPB has also heen closely focused on 
making sure that businesses — both small and large — have what 
they need from a practical and operational standpoint to under- 
stand and comply with the new mortgage rules. We have put up 
plain language versions of the rules, created and posted video guid- 
ance, and met with major market players and the full range of in- 
dustry stakeholders, including vendors and smaller lenders. We 
have worked with our fellow regulators to publish interagency ex- 
amination procedures well before the implementation date so that 
industry understands our expectations and has time to make nec- 
essary adjustments. We have also coordinated with other regu- 
lators to ensure we all have a shared understanding to promote 
consistent supervision of compliance with these rules. 

While we work on all of these important efforts, we also recog- 
nize that consumers bear their own share of responsibility for how 
they participate in the financial marketplace. We need to promote 
informed financial decision-making. So we are providing consumers 
with useful tools, including the “Ask CFPB” section of our Web site, 
where we have developed answers to more than 1,000 frequently 
asked consumer questions. I encourage you to encourage your con- 
stituents to use these resources. Send them to consumerfinance.gov 
to gain the benefit of this expertise, and unbiased, helpful financial 
information. 

The premise that lies at the very heart of our mission is that con- 
sumers deserve to have someone stand on their side and see that 
they are treated fairly. To this end, the Bureau strengthened its 
Office of Consumer Response, and we have now received over 
270,000 consumer complaints on mortgages, credit cards, student 
loans, auto loans, bank accounts, credit reporting, debt collection, 
and money transfers, I venture to say, from constituents in every 
one of your districts across the country. 

In the past year, in fact, we have received thousands of private 
student loan complaints and nearly 30,000 comments in response 
to our request for public information about how student debt is af- 
fecting individual consumers and the economy more generally. At 
a field hearing we held in Miami last May on student loan debt, 
it became clear that there are many troubling similarities to the 
mortgage market before the financial crisis. The burden of student 
debt is having a domino effect on our economy by jeopardizing the 
ability of young Americans to buy homes, start small businesses, 
and save for the future. We consider it a priority to continue to 
monitor this market closely as it develops over time. 

The progress we have made in the past 2 years has been possible 
thanks to the engagement of thousands of Americans who have 
used our consumer education tools, submitted complaints, partici- 
pated in rulemakings, and told us their stories through our Web 
site and at numerous public meetings from coast to coast. Our 
progress also reflects the cooperation of those we regulate, and we 
attempt to remain considerate of the challenges they confront. 
Each day, we work to accomplish the goals of renewing consumers’ 
trust in the marketplace and ensuring that markets for consumer 
financial products and services are fair, transparent, and competi- 
tive. These goals not only support consumers as they climb the eco- 
nomic ladder of opportunity, but also help responsible businesses 
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compete on an evenhanded basis, and reinforce the stability of our 
economy as a whole. 

Mr. Chairman, I saw with interest yesterday the announcement 
that this committee would be accepting stories from the American 
people about the effects of the CFPB on their daily lives. That will 
provide good data on what our work has been and how it is affect- 
ing people across this country, and we hope and expect for trans- 
parency in understanding what stories you are receiving from peo- 
ple across the country. We have confidence in the stories they will 
tell. 

Thank you for the invitation to appear before you today. If we 
are quoting Ben Franklin, he said during the Revolution that, “We 
must all hang together or, most assuredly, we will hang sepa- 
rately.” As always, we welcome your oversight, and I am glad to 
have the opportunity to hear and address your concerns. 

Thank you very much. 

[The prepared statement of Director Cordray can be found on 
page 78 of the appendix.] 

Chairman Hensarling. Thank you, Mr. Cordray. 

The Chair now recognizes himself for 5 minutes. 

Mr. Cordray, I have no doubt that you have figured out that the 
Majority of this committee feels that your agency is unaccountable 
by design, but we are increasingly concerned it may be unaccount- 
able by practice, as well. 

As you can tell from the monitors, the Majority also is very fo- 
cused on the unconscionable, unsustainable, and, frankly, immoral 
debt that is being left to our children. So how you expend the peo- 
ple’s funds is a very salient issue. 

You were last before the Senate Banking Committee on Novem- 
ber 12th, where Senator Coburn asked you, “Can you tell me why 
you need a $95 million building?” I believe he was referring to your 
renovation budget. 

You answered, “By the way, we do not own it, and I would rather 
not spend a penny on it.” You went on to say, “The HVAC and elec- 
trical apparently has to be brought up to snuff.” And finally, “It is 
not like we are building some palace for the Bureau over the long 
term.” 

Mr. Cordray. That is correct. 

Chairman Hensarling. I discovered on December 16th of last 
year, it says the Bureau released its financial report. Is it not true 
that on page 39 of the report, it says that the headquarter’s ren- 
ovation costs have now jumped to $145.1 million? 

Mr. Cordray. I don’t believe that is correct in terms of construc- 
tion costs. There are additional costs. We are using — 

Chairman Hensarling. That is not part of the renovation costs 
on page 39 of the report? 

Mr. Cordray. I am just saying we are using GSA now to oversee 
this renovation because it has, as we understood, received scrutiny, 
and we want to make sure things are being done right, so — 

Chairman Hensarling. Let me ask you about the GSA, then, be- 
cause as I understand it, the GSA owns or leases 354 million 
square feet in 9,600 buildings across 2,000 communities, and that 
your $145 million renovation budget now is equivalent to over half 
of their entire annual budget nationwide. Were you aware of that? 
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Mr. CoRDRAY. I don’t know much about GSA’s operations. That 
is not the agency I run. I know a lot about the CFPB’s operations. 
What I would say is they are the experts at dealing with these 
types of projects, so we got them involved. 

Chairman Hensarling. Okay, so is the $145 million merely to 
update the HVAC and electrical? 

Mr. CoRDRAY. No, and there have been different numbers here, 
and the most recent number that I have seen is $114 million for 
construction. What I am told is that about two-thirds of it is re- 
quired in order to upgrade the basic structure — the building. We 
bought a tough building, apparently, and when I say “bought,” we 
have leased a tough building. It is — 

Chairman Hensarling. So, it is not your building, and you are — 

Mr. CoRDRAY. That is correct. 

Chairman Hensarling. — renovating a building that you do not 
own — putting in almost as much as the entire value of the building. 

I have tried to get some comparable real estate costs. As you say, 
“We are not building some palace for the Bureau over the long 
term.” 

Apparently, your renovation cost is now $483 per square foot, 
which is triple the typical Washington, D.C., luxury commercial 
class-A luxury renovation rate of $150 per square foot — 3 times as 
much as the D.C. Metro area. 

You are spending more per square foot than the Trump World 
Tower, which came in at $334 per square foot. You are spending 
more than the Bellagio Hotel and Casino which, at the time it was 
completed, was the most expensive hotel ever built — $333 per 
square foot. 

And if I am pronouncing this correctly, you are more expensive 
than the Burj Khalifa, the tallest skyscraper in the world, located 
in Dubai, which came in at $450 per square foot, and which is 
known as a “world class destination,” a “ New York urban master- 
piece, superlative in every respect,” designed by “the world’s most 
esteemed designers,” one of which was the architectural firm 
Skidmore, Owings & Merrill LLP, while the Bureau paid $7.5 mil- 
lion for architectural and engineering services at your head- 
quarters. 

So, here is the deal — what on God’s green earth is going on here? 

Mr. CoRDRAY. It is a — 

Chairman Hensarling. Explain to me, Mr. Director, why I 
shouldn’t be outraged and why the American people shouldn’t be 
outraged. 

Mr. CORDRAY. Thank you for asking a question, Mr. Chairman, 
and let me restate. 

First of all, we do not own this building. It is an asset of the Fed- 
eral Government. It is owned by the Comptroller of the Currency. 

We have leased the building. The renovations that are performed 
there will make the building serviceable for years to come, probably 
far outlasting the time of our lease. 

The notion that we would try to build some palace that we don’t 
even own or control doesn’t make much sense to me. 

I am told that in order to — 

Chairman Hensarling. I don’t think it makes much sense to the 
taxpayers, but you are spending the money. 
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Mr. CoRDRAY. If I might finish, I am told that we have to do cer- 
tain things so that the b^uilding can be brought up to code and work 
properly. We are going to have to vacate the building while this is 
going on. None of this is convenient for myself and our employees; 
none of this is something that we would prefer to do. 

We worked with GSA to try to understand what space was avail- 
able in Washington, D.C., and there is very limited space for an 
agency with over 1,000 employees, so — 

Chairman Hensarling. My guess is cheaper space could have 
been found in Reston, and the American taxpayers would have ap- 
preciated — 

Mr. CoRDRAY. We — 

Chairman Hensarling. I am beyond — 

Mr. CoRDRAY. We looked around at surrounding areas, as well. 

Chairman Hensarling. I am beyond my time. 

The Chair now recognizes the ranking member for 5 minutes. 

Ms. Waters. Thank you very much. 

Mr. Cordray, allow me to apologize for my chairman with his, “I 
got you” politics. You are here to give your semi-annual report and 
supposedly, as Members of Congress, we are here for oversight and 
to try and work out problems. 

I could ask and talk a lot about all the good work that you are 
doing with students, our men and women in uniform, predatory 
lending, payday lending. We have alluded to some of that in our 
opening statements. But I wish to talk about solving problems, not 
give political messages. 

I heard some of the Members on the opposite side of the aisle 
talk about manufactured housing. To tell you the truth, if the 
chairman and I are really interested in providing leadership, we 
would be working with you and the members to deal with an issue 
that keeps being brought to our attention. 

Would you please give me your take on what is happening with 
manufactured housing? What are the differences here? What can 
we do to solve this problem? 

Mr. Cordray. Thank you. Ranking Member Waters. 

I do think that the chairman’s questions are fair, and I want to 
have a chance to address them fully because as far as I am con- 
cerned, this is an unavoidable one-time expense that we simply 
want to put behind us. 

And again, it is not something I would choose to do if we could 
avoid it. 

In terms of manufactured housing, I appreciated the gentleman’s 
comments — the Representative from Tennessee. I have family who 
have lived and live in manufactured housing. I went to school with 
many of my friends and other children who grew up in manufac- 
tured housing in my area in Ohio. It is a useful, beneficial, and 
often important housing alternative for people, particularly in rural 
areas. 

My understanding is that some of the issues around manufac- 
tured home loans go back to the changes in the HOEPA rule and 
before, that there was a certain retreat from manufactured home 
lending at that time. We had executives from the American Bank- 
ers Association come in recently and say that many of the people 
who retreated at that time because they feared the ability-to-repay 



14 


regime under the HOEPA rules have now come back into the mar- 
ket, realizing that they overreacted. 

There is further concern now with the ability-to-pay regime and 
the Qualified Mortgage rule. I personally have met with leaders 
from the manufactured home community, both builders and lend- 
ers. 

We will continue to meet with them, and I want to understand 
their concerns and what we can do to address them. I do recognize 
that in parts of America this is the premiere alternative for putting 
a roof over peoples’ heads and giving them a chance, and we want 
to make sure that happens. To the extent that we can address their 
concerns and monitor the market to see what the actual effect is, 
as opposed to doomsday predictions that are easy to make in the 
early days of a rule in a room like this, we will. We want to know 
what is actually happening, and work with them to address those 
concerns. 

Ms. Waters. I give you the rest of the time to address those con- 
cerns. And I want to work with you. 

If my chairman does not care enough about this issue to spend 
some time on it, we will work with you and see if we can’t convince 
him that his Members on his side of the aisle really do have some 
concerns about manufactured housing. 

If you would like to address some of those concerns you alluded 
to, please do that now. 

Mr. CoRDRAY. There are special difficulties with the kinds of 
properties on which you would put a manufactured home, and then 
the loans around those. 

Almost inevitably, those are specialty properties. I refer to the 
Representative from West Virginia and Southeastern Ohio that I 
am familiar with in my area of Ohio. There are lots of places where 
you cannot necessarily build a home and dig down a foundation. A 
manufactured home provides an alternative to that. Some of them 
are pretty basic; some of them are more elaborate. 

But the bottom line is it is a useful piece of the housing market, 
and it is a necessary piece in certain areas. 

Many of those loans are lower dollar loans, so there are par- 
ticular issues around the points and fees cap that Congress im- 
posed, which does become larger as you get to a smaller dollar 
loan, and that is how we attempted to build it. 

To the extent that there is any modification or change that needs 
to be made to make sure that this market can work, we are all 
ears, and we will continue to be all ears, both to the Members of 
this committee and also to industry and consumers who are af- 
fected by the rule. 

Ms. Waters. You have done such a great job on solving problems 
and providing leadership. 

I would like to meet with you on this issue because I think we 
need to demonstrate that we can solve difficult problems, no matter 
the chairman’s unwillingness to work on this issue and to resolve 
it, but rather to simply do the political messaging. I will meet with 
you on behalf of not only our constituents on this side of the aisle, 
but his constituents that he fails to pay attention to. 

Thank you very much. 
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Chairman Hensarling. The Chair now recognizes the gentlelady 
from West Virginia, the Chair of our Financial Institutions Sub- 
committee, Mrs. Capito. 

Mrs. Capito. Thank you, Mr. Chairman. 

Mr. Director, let’s start with the Habitat for Humanity issue. I 
have expressed this to you in a private meeting and I am very con- 
cerned about the impact on folks who have the nonprofits that 
are — either a rent-to-own program or one like they have at 
WesBanco or Habitat for Humanity. 

They still don’t feel like they are on firm ground in terms of the 
rules to be able to move forward with their programs and give 
themselves a level of comfort that they can move forward in the 
way that they have conducted business in the past, which is work- 
ing with families individually. 

They think they need more legislation in this issue. We are ready 
to do that. What is your response to that? 

Mr. CoRDRAY. I actually share your concern about these issues, 
and let me go back and review. 

Last year when we were first finalizing the Qualified Mortgage 
rule. Habitat for Humanity came to us and they had several con- 
cerns about that rule. We told them that we shared those concerns 
if they had them. 

We worked with them. We sat down, we did a supplemental pro- 
posal that was proposed and then finalized in May or June of last 
year that provided a broad provision for coverage for 501(c)(3) char- 
itable organizations such as Habitat. 

My understanding at the time was that addressed their concerns. 

Now we come to the end of last year, beginning of this year, and 
they have identified some additional concerns that they did not 
present to us at that time. These are new concerns; I understand 
circumstances change and new experiences can occur. 

We have been working to figure out how we can address those 
concerns through further activity. I had a conversation with Jona- 
than Reckford, the CEO of Habitat for Humanity, yesterday to 
walk through specifically three issues that they have. 

Mrs. Capito. If I could cut you off here, just quickly — 

Mr. CoRDRAY. Yes. 

Mrs. Capito. Do you think these can be solved in your space or 
is it — 

Mr. CoRDRAY. We do. 

Mrs. Capito. — legislation? 

Mr. CoRDRAY. We do. And that — 

Mrs. Capito. How quickly can you respond to this? 

Mr. CORDRAY. We can respond during the course of this year. 
And I asked Jonathan that directly: what kind of timeframe are 
they looking at where this will start to pinch them? 

And by the way, the main one involves how you characterize first 
and second liens, which was an issue that — 

Mrs. Capito. Right. It seems to me if you have already identified 
the problem, we could go ahead and have the fix if we — if you al- 
ready know what it is — 

Mr. CoRDRAY. Yes. 

Mrs. Capito. — and you think you could fix it — 

Mr. CoRDRAY. There are processes — 
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Mrs. Capito. I would encourage you to do it. 

Mr. CORDRAY. — that we have to work through, in terms of notice 
and comment, rulemaking, and the like. 

But there are only six of their affiliates of the thousands of affili- 
ates nationwide that are affected by that. I will just say that. 

Mrs. Capito. — the large one — 

Mr. CoRDRAY. And of those six, they all would be addressed by 
the discussion we had yesterday. So, we will — 

Mrs. Capito. I will — 

Mr. CoRDRAY. — move forward to address those. 

Mrs. Capito. Okay, I — 

Mr. CORDRAY. I think we can, in fact, address these by regu- 
latory means and we have made a commitment to work with them 
to do that — 

Mrs. Capito. I would heavily encourage you to do that, but there 
are other programs out there that don’t have the voice that Habitat 
had who are — 

Mr. CoRDRAY. Yes. 

Mrs. Capito. — deeply affected by this. 

In your statement, you mentioned that the Qualified Mortgage 
rule requires mortgage lenders to “make a good-faith, reasonable 
determination that borrowers can afford to pay back their loans.” 

Now, if I was just reading that and didn’t know anything about 
this, I would think that you are giving the bankers or the lenders 
the flexibility to make those determinations and yourself, and real- 
ly, that is not what the QM rule does. It says, “Here is a box. You 
write the mortgage within it and if it doesn’t fall within that, then 
you are going to” — and this is not just me speaking. That is coming 
from testimony after testimony after testimony from credit unions 
and community banks who feel that they are not going to be able 
to have the flexibility to give the farmer, to give the med student, 
to give the single mother the ability to get the home because they 
are not going to fit into this QM box. 

So my question is, what is plan B here? How long do you think 
it is going to take before you see and we see what effect this is hav- 
ing and when are you going to be able to react to this or — 

Mr. CoRDRAY. I could not disagree more with that characteriza- 
tion of our rule. I remember at the time we finalized the rule, we 
saw a press release from this committee before anybody had even 
read what we did saying it is one-size-fits-all. 

That has been a narrative from the beginning. It is not true. 

We had a special provision that we added for small creditors, 
community banks and credit unions, which covers thousands of 
them — exactly the people you are talking about — and says if they 
keep loans in portfolio they can do anything that they traditionally 
have done in terms of lending. They have carte blanche because we 
trust them on the lending that they do. 

Many of them, when we hear these complaints and I call them 
and I speak to them, they just haven’t understood that was added 
to the rule. And we will continue to try to get the message out to 
them. 

Mrs. Capito. So the question is — 

Mr. CoRDRAY. For a small lender, with less than $2 billion in as- 
sets, who makes fewer than 500 mortgages a year, every mortgage 
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they make is covered by the Qualified Mortgage rule, either in its 
main provisions, or the small creditor provision. And this is just an 
unreasoned and irrational — 

Mrs. Capito. So the best thing for the two of us is to wait and 
see when the data comes out. How long will that be? 

Mr. CoRDRAY. That is fine. Absolutely. 

Mrs. Capito. Two months, 30 days, 6 months, 1 year? These are 
families who are affected by this. 

Mr. CORDRAY. There is data that comes out every month on the 
mortgage market — 

Mrs. Capito. So, monthly. 

Mr. CoRDRAY. — and the housing market. And as I have said, 
and I said to you when we met, we are very open to hearing what 
that data shows, and also stories. Frankly, we are interested in 
hearing stories — 

Mrs. Capito. But by your own comments, though, you have said 
publicly that we are going to have flexibility here. That signals to 
me that you know there are problems ahead. With that, my time — 

Mr. Cord RAY. No, that is not correct. From the beginning, we 
have made further changes in the rule. We made a number last 
year in response to what we heard from people. We are an open- 
minded agency. We are listeners. As we hear more, we don’t want 
to have some sort of unexpected effect on this market. 

Chairman Hensarling. The time of the gentlelady has expired. 
The Chair now recognizes the gentlelady from New York, Ms. 
Velazquez. 

Ms. Velazquez. Thank you, Mr. Chairman. Director Cordray, 
since 2012 the CFPB has been supervising credit bureaus. As you 
know, the personal credit rating of small business owners can have 
a direct impact on their ability to obtain financing for their busi- 
nesses. 

Can you provide an update on CFPB supervision of the consumer 
credit reporting market and whether it is having a positive impact 
on small business owners’ access to credit? 

Mr. Cordray. Thank you for the question. We have now under- 
taken, as the Bureau, for the first time, to provide Federal super- 
vision of the major credit-reporting agencies. It is an adjustment 
for them because they are not used to this. 

We have had examination teams into each of the three largest 
credit-reporting agencies and there are various issues that we have 
been discussing with them, and areas of concern. 

As a result of our efforts, you may have seen that the credit-re- 
porting agencies, for the first time, are forwarding the information 
that consumers send them about problems and potential errors in 
their credit reports to the furnishers to be evaluated. 

Before they were simply taking all that information, translating 
it into one number code, and not actually sending the information 
along, so there was no way for furnishers to actually evaluate 
whether you were right in saying there was an error in your credit 
report. 

That is a big change, and that change continues to evolve. But 
we are concerned about errors. We are concerned about error reso- 
lution. And we are concerned about the handling of data. 
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I think they know that we are — I know they know that we are 
concerned and that we are going to work hard with them to see 
that these things are fixed. 

For years, that industry was pointed away from consumers. It 
was a business-to-business industry with credit reporters dealing 
with furnishers and then providing information to lenders. 

It has a dramatic impact on consumers, many of whom now have 
their credit report checked when they go to apply for a job, and all 
of whom have their credit report checked when they go to apply for 
a loan. And it is an industry that needs to take very seriously its 
obligations to the American public. 

Ms. Velazquez. I am really concerned about access to capital for 
small businesses. And if there are errors and they don’t have any 
recourse, it is going to have a negative impact on their ability to 
access capital financing. 

Mr. Director, Section 1071 of the Dodd-Frank Act requires banks 
and lenders to collect and report credit application data on small 
businesses as well as minority- and women-owned businesses. Can 
you elaborate on how collecting this information will help enforce 
fair lending laws and enable lenders to identify opportunities for 
improvement in underserved communities? 

Mr. CoRDRAY. We do understand that is the intent and purpose 
of that provision of the law. It is a difficult area for us, frankly, 
because the Bureau has no interaction with business lending, or 
commercial lending, or any kind of small business lending other 
than that single provision. 

What we have determined is that as we undertake the rule- 
making that we are also required to do under the Act to update the 
Home Mortgage Disclosures Act rule, which is under way now, we 
will see how we can try to fold the small business lending element 
into that as we develop. We are going to be overhauling that whole 
database and working with the Fed on that, which we believe is 
the right approach. 

But we also very much want to work with the Small Business 
Administration, the people who are more expert in this area than 
we are. 

Ms. Velazquez. And when can we expect the CFPB to publish 
the rules implemented in this section? 

Mr. CoRDRAY. The HMDA overhaul will be getting under way 
this year. It feels to me that the right spot for this, and we have 
talked to a number of folks both from industry and consumer side 
groups, is to make the HMDA overhaul part of the later stages of 
that. So, it is coming, but not immediately. 

Ms. Velazquez. Okay. As required by Section 1451 of the Dodd- 
Frank Act, HUD is currently developing information on materials 
to educate borrowers on the importance of home inspections. These 
inspections are a simple, cost-effective way for borrowers to identify 
problems with a property prior to purchase and reduce their future 
risk of foreclosure. 

Do you expect CFPB to adopt similar regulations to help educate 
and protect homeowners under your jurisdiction? 

Mr. CORDRAY. I am not entirely sure what our authority and 
what HUD’s authority would be and how they overlap, but I find 
it remarkable that you are asking that question, because when I 
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was in the Ohio legislature, now 23 years ago, one of my very first 
bills there was called the Residential Real Estate Disclosure Act, 
and it was exactly the problem you are describing. 

I am going to sell my property. I may know it has termites. But 
the buyer doesn’t know any of that. If I don’t say anything, they 
are going to get a raw deal. Or maybe there are problems in the 
plumbing or electrical that I have experienced but they wouldn’t 
know. 

And it was about making disclosure of those items required so 
that there would be fair information back and forth across the 
table. 

I find it remarkable that 20 years later, we are still talking about 
the same thing that was State legislation in Ohio, which we en- 
acted at that time. That seems like the basic principle of fairness 
to me, and if we can work with HUD — I don’t know who should do 
what on that — that seems to me the right — 

Chairman Hensarling. The time of the gentlelady has expired. 

The Chair now recognizes the chairman emeritus of the com- 
mittee, Mr. Bachus, from Alabama, for 5 minutes. 

Mr. Bachus. Thank you. 

Director, first of all, I appreciate your remarks about manufac- 
tured housing, what is commonly referred to sometimes as mobile 
homes. 

In the South, they replaced tar-paper shacks, and often without 
indoor plumbing or electricity. So they are, many times, the only 
affordable alternative for people. 

Mr. CoRDRAY. Yes. 

Mr. Bachus. And I would like to continue to work with you as 
you refine your approach to lending. 

We have had many conversations, and I know you have also had 
conversations with Jerry Moran in the Senate, about automobile 
lenders — indirect automobile lenders who go through auto dealers 
to make loans on auto loans. 

You have issued a directive or a bulletin, and I think it is clear 
that you can compensate these dealers with a flat fee per trans- 
action. And there is some move in the market to go to that. 

You have also indicated there are other nondiscriminatory prac- 
tices to compensate automobile dealers other than the flat fee, and 
I know you have been asked before to be more specific about maybe 
what some of those are. 

You have said, because of — I think there was a legal action, 
which I think was resolved in December, you didn’t want to go into 
more detail, but could you give me some other examples of what 
indirect auto lenders can use, other than the flat fee system? 

Mr. CoRDRAY. Yes. And in fact, I would say that is a good exam- 
ple of what I was trying to respond to Representative Capito, who 
was saying that if you think you are considering changes, it must 
mean that you think there are problems. 

It doesn’t mean that. It simply means that we don’t know it all. 
We were making our best judgment at the time, but if there is new 
information and it turns out that there is something that occurs to 
us and is brought to our attention that we didn’t understand or ap- 
preciate at the time, we are open to making changes. 



20 


Here, too, in our bulletin we made it clear that flat fees are one 
mechanism by which lenders could address this issue, but it is by 
no means necessarily the only mechanism. 

And my real answer to your question is, I don’t know that we 
know all the mechanisms yet that would be satisfactory, and we 
are open to auto lenders and others bringing those to our attention. 

But we did say flat fees are one possibility. A flat percentage of 
the loan might be a possibility. Some combination of that with dif- 
ferent durations of the loan, different levels, and potentially other 
things that we haven’t thought of but others in the industry may 
think of and bring to our attention. So, we are open-minded on 
that. 

Mr. Bachus. As you make determinations on some alternatives, 
can you make those public, too? 

Mr. CoRDRAY. We will. As we know more and we become con- 
vinced of more and, frankly, some of the other alternatives I just 
described have come from further discussions with auto lenders 
who said, “Well, what about this? What about that?” And we are 
open to having those further discussions. 

We also have tried to be very careful in this space, because as 
you no doubt recall, in Dodd-Frank it was very clearly defined that 
we do not have jurisdiction over auto dealers. 

Mr. Bachus. The separation — 

Mr. CoRDRAY. We have jurisdiction over auto lenders. 

Mr. Bachus. Sure. And I understand that is limited due to — ^but 
I appreciate that. I think they just want to be — they want to know 
there are some alternatives. 

Mr. CoRDRAY. We are open to having discussions with them. We 
just wanted to be careful and not have people think that we were — 

Mr. Bachus. And I think before we enforce some of this, it needs 
to get to the point of them knowing what they can do and what 
they can’t. 

Mr. CoRDRAY. Yes. Fair enough. 

Mr. Bachus. Many people — my constituents and others — get 
calls from card servicers, which are — it is a fraudulent enterprise, 
I think. And I know the FTC made a settlement in December with 
some of those people, but I can tell you that the calls have contin- 
ued. 

I know you advise and work with the Federal Trade Commission 
(FTC), and I have talked to Chairwoman Ramirez. Are you aware 
of that problem? They are promoting a financial scheme which is 
absolutely fraudulent. 

Mr. CoRDRAY. We are aware of it, and particularly when it comes 
to advertising these schemes, the Federal Trade Commission has 
more jurisdiction than we do. I would say, actually, they advise us 
more than we advise them. They have been around for 100 years; 
we have been around for 2 years. 

But we have a very good working relationship with them. We are 
trying to make sure that we don’t duplicate resources and that we 
think there are more problems out there than both of us can han- 
dle. It has been a very good working relationship so far, and I ap- 
preciate that very much. 

Mr. Bachus. Let me end with this. Almost every day I get solici- 
tations, as do most Americans, for financial products that appear 
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to be sponsored or promoted by the government or approved by the 
government. 

Mr. CORDRAY. Yes. 

Mr. Bachus. I have one example that just came. This was actu- 
ally yesterday. 

Mr. CoRDRAY. That looks pretty good. 

Mr. Bachus. And if you will keep an eye — I would like some dis- 
cussions on that. It is just getting overblown. 

Mr. CoRDRAY. Yes. 

Mr. Bachus. Where the U.S. Government is inviting you to do 
this, and Congress is authorizing this at a certain price. 

Mr. CoRDRAY. It is a terrible practice. I started seeing it when 
I was Attorney General in Ohio. People will mimic the government 
because it has a certain amount of credibility, although not every- 
body agrees. 

When we have the opportunity to enforce against those things we 
take them very seriously, because what it does is it pollutes the 
market for all of the legitimate programs that are being offered. 
And it undermines all of the honest, self-respecting businesses that 
are trying to do things right. 

Mr. Bachus. I appreciate that — 

Chairman Hensarling. The time of the gentleman has expired. 
The Chair now recognizes the gentleman from California, Mr. Sher- 
man, for 5 minutes. 

Mr. Sherman. A financial institution must hit an incredible low 
in its credibility if it thinks that cloaking itself in Congress is a 
step up. 

Mr. Cordray, on ability to repay, if somebody wants to mortgage 
their house to start a business — say, a risky business. Will your 
rules in effect imperil the bank which makes that loan, knowing 
that if the business doesn’t work out, it is going to be very difficult 
to repay the loan? 

Mr. Cordray. That would be the very same consideration that 
the bank or lending institution has always given, which is they try 
to assess your ability to repay. They make a reasonable determina- 
tion — 

Mr. Sherman. What if there is a one in ten chance you are going 
to be a billionaire and buy the bank, and there is a 50 percent 
chance your business is going to go down and we are going to — and 
you are going to have to sell the house in order to pay this loan 
or you are going get foreclosed on. Is the bank, in effect, punished 
for making that loan? 

Mr. Cordray. No, I don’t see — 

Mr. Sherman. They have made a loan that, in all likelihood, the 
borrower cannot repay. 

Mr. Cordray. The bank has to make a reasonable determination 
in good faith whether that loan would be repaid, but that is their 
judgment to make. 

Mr. Sherman. Gotcha. 

Mr. Cordray. All they have to do under our rule is document 
that they did that. And if it is a reasonable, good-faith determina- 
tion, then that is totally satisfactory. Banks have to make these 
judgments about the risks that they are taking with their capital — 

Mr. Sherman. Okay. 



22 


Mr. CORDRAY. — and it is up to — 

Mr. Sherman. And that is a different kind of loan, when you 
know that there is a good chance you are going to have to take the 
home or force the sale of the home, but — 

Mr. CoRDRAY. At some point what you are describing may be- 
come an actual commercial loan as opposed to a residential loan. 
I am not entirely clear on what you are describing. 

Mr. Sherman. I want to pick up on Mrs. Capito’s questioning 
with regard to the affiliated title company versus unaffiliated. Are 
you formally studying this — the discrimination on the affiliated — 
as a consumer, I couldn’t care less whether my title company is af- 
filiated or unaffiliated, I just want the best possible deal. So are 
you looking formally at how to fix that? 

Mr. CoRDRAY. Congress did seem to care, and in Dodd-Frank — 

Mr. Sherman. Yes. 

Mr. CoRDRAY. — they, in various places, wrote in concerns and 
protections about sometimes affiliated entities, where there would 
be steering and — 

Mr. Sherman. Yes. You certainly don’t want the steering. 

Mr. CoRDRAY. On the other hand, affiliated entities can provide 
more efficient one-stop shopping as well, so that is something that 
we are aware of, as I have talked to a number of the people in the 
industry who are affected by different aspects of these rules. That 
is one where we have said very clearly, “We are very interested in 
what the data will show us in terms of what impact this has and 
how that intersects with the 3 percent point and fee cap,” and we 
are interested to have them come and show us what they are find- 
ing and what their experience is. 

Mr. Sherman. And I hope that if you see a need for a legislative 
fix, you will be back to us with a clear proposal. 

Mr. CORDRAY. Certainly. We will be receptive to thinking about 
that as well. 

Mr. Sherman. Okay. With regard to automobile dealers, there is 
a lot of controversy about whether to even cover anything that the 
automobile dealers did and do. Of course, the Equal Credit Oppor- 
tunity Act is something for you to focus on. 

As it happens in our society, those with lower incomes and lower 
credit scores pay more for credit. It is more difficult to arrange the 
loan, it takes more time, and of course, there is a greater risk. 

In the work you are doing, do you believe that the CFPB has 
sought and considered adequate input from the stakeholders on the 
issue of fair lending in vehicle finance? 

Mr. CoRDRAY. I think we are always interested in having more 
input from stakeholders. And frankly, I will say that we have had 
more in the last 6 months than we had in the 6 months before that. 
I think it has refined our thinking and it is helpful to us. 

It is, as you say, typically the way of the world that the tougher 
it is to make the loan, the more people have to pay. And that is 
a creditworthiness determination. That is fair enough. 

What we think is problematic is when a creditworthy determina- 
tion has been made and there is a rate that is gauged, that some- 
how that rate will be pushed up because of financial incentives for 
people to push that up higher at the expense of the consumer. That 
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is the yield spread premium we saw in the mortgage market, which 
Congress acted to stamp out. 

It is not quite the same dynamic in the auto lending market, but 
there are some similar concerns. 

Mr. Sherman. I yield back. 

Chairman Hensarling. The gentleman yields back. 

The Chair now recognizes the Chair of our Capital Markets Sub- 
committee, Mr. Garrett of New Jersey, for 5 minutes. 

Mr. Garrett. Thank you, Mr. Chairman. 

Mr. Director, you started your comments out by saying that 
someone needs to stand beside the consumer. After hearing the 
chairman’s questioning on the flagrant spending by the CFPB, I 
guess we should also agree that someone needs to stand beside the 
American taxpayer, between them and you. 

I come here today because there are a number of questions that 
were put to you months ago and still have not been answered. And 
that is perhaps because your agency, as someone else from your 
agency once testified, is not accountable to Congress or to anyone 
else. 

One of the questions we sent to you back in September was, why 
is it necessary for the CFPB to collect consumer credit card infor- 
mation on so many — literally millions? 

According to the CFPB, the combined data collected from the 18 
card issuers represents 80 to 90 percent of credit card accounts. 
The Census Bureau projects there were approximately over a bil- 
lion credit card accounts in the United States, held by over 100 
million card holders last year. 

It would appear that the CFPB is collecting account-level data on 
at least 991 million credit card accounts, which would account for 
literally 60 percent of the adult population here in the United 
States. 

So, I will ask the question from September: Why is it necessary 
to collect so many credit card accounts on so many Americans? 

Mr. CoRDRAY. A couple of things. Congressman. First of all, I do 
strongly believe that the Bureau is needed and Congress passed 
the measures that created the Bureau to stand on the side of con- 
sumers and see that they are treated fairly. 

I also very much agree with you that the Bureau needs people 
looking over our shoulder to see that we are called to account for 
how we do what we do. And that is the role of this committee and 
others, and that is why I am here today, and I am here regularly, 
as you know. 

Mr. Garrett. Right. So let — 

Mr. CORDRAY. Now on the credit card industry, as I said at the 
time, the purpose of information-gathering by any agency is to be 
able to make informed judgments about policy. 

Mr. Garrett. Let me get into the — 

Mr. CoRDRAY. You would not want us shooting darts at a board; 
you want us to be informed. 

Mr. Garrett. Director, it is my time. 

Since you did not answer the question, and you still haven’t, I 
ask the chairman, by unanimous consent, to submit my letter to 
Dr. Thomas Stratmann, professor of economics and law at George 
Mason University, and his response, for the record. 
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Chairman Hensarling. Without objection, it is so ordered. 

Mr. Garrett. He is an expert in econometric analysis and he 
looked at what you have been doing. We asked him to review the 
CFPB credit card data collection efforts on over 900 million credit 
card accounts, which represents over 60 percent of the American 
public, and this is what he said about what you are doing. He said, 
“The CFPB is collecting far more data than is necessary,” and that, 
“It is both expensive and risky.” 

He concluded that if the CFPB limited its sampling to 1 percent 
of the population, like the Census Bureau does, the CFPB would 
achieve its monitoring goals as well as bring the CFPB more in line 
with the Census Bureau, which makes anonymized granular data 
available to researchers and only provides 1 to 5 percent samples 
for statistical analysis. 

Why is the CFPB overcollecting credit card data by over 70,000 
percent, more than what the Census Bureau does for their data? 

Mr. CoRDRAY. With all due respect to Professor Stratmann, and 
I don’t mean to disparage him in any way, I have learned that 
there are economic experts on about 16 sides of every issue. 

But on this one, what we have found when we work with indus- 
try, and we are collecting information for them in the very same 
way that other agencies have done so, they often prefer to provide 
it wholesale rather than having to go in themselves and develop a 
sampling device, every piece of which costs them money. It is a lit- 
tle easier sometimes for them just to provide the information. That 
has been our experience with them, and that is why we have pro- 
ceeded as we have. 

Mr. Garrett. Do you tell the consumer that you are collecting 
this data on them. Do you inform them? I have never received a 
notice from you that you have collected data on me. 

Mr. CoRDRAY. We have had this conversation a number of times, 
myself, with you and your colleagues. We are not collecting infor- 
mation about Mr. Garrett or Mr. Cordray. We are collecting aggre- 
gated information that is aggregated before it comes to us about 
what credit card issuers are doing to their customers and how they 
are treating their customers. That is our focus. 

Mr. Garrett. Let me just clear the record on that. I dug into 
some of the contracts you have where you collect some of this data, 
not necessarily on the credit card data but other type of data. 

Some of the information that you are collecting, true, you don’t 
have my name and my address, but with regard to one of the con- 
tracts you do provide the zip code and the four digit zip code after 
it. And you also get the date of birth. 

So let me tell you, if you have my zip code and my last four dig- 
its, and you know what my date of birth is, well there is only one 
guy in my house who has that. 

If you go to my neighbor and you go to his house, you will know 
what his — and know what his daughter’s birth date is. 

Mr. Cordray. No. No. No. 

Mr. Garrett. You are collecting that type of data, according to 
your contracts. 

Mr. Cordray. Look, you are not the only house in your zip code. 
There are thousands — tens of thousands of houses in your zip code. 
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Mr. Garrett. No, you are also collecting a four-digit zip code 
afterwards. That goes right to my house. 

Mr. CORDRAY. Look, we don’t have information where we are try- 
ing to reverse-engineer anything. 

Mr. Garrett. This is in your contract, Mr. Director. This is in 
your contract. 

Mr. CoRDRAY. I am not sure what you are talking about at this 
point. You said this is no longer the credit card, it is some other 
data collection. 

Mr. Garrett. Experian Information Solutions is the contract 
that you have. 

Mr. CORDRAY. Okay, so you are talking about credit reporting at 
that point. Yes. Again, we aggregate the data, and that is what we 
are doing. 

I have no interest in where you spend money and on what and 
why and how. I have no interest in what I do. 

The private industry does; that is exactly what they are about. 
They want to know exactly what you are doing so they can market 
to you. 

But we are about aggregate information so we can determine 
what is going on in these markets, so that we can bring law en- 
forcement actions against people for violating the law. We can get 
money back to consumers. 

If you don’t want us to do that — 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from New York, Mr. 
Meeks, for 5 minutes. 

Mr. Meeks. Thank you. Director Cordray. And I appreciate you 
being here. I think our State is number three — we are keeping you 
busy — in complaints, especially in regards to mortgage complaints. 
So we know that we are keeping you busy, but we appreciate the 
work that you are doing. 

I want to also just briefly say that I look forward to continuing 
to work with you, and to work with you in the area of manufac- 
tured housing. I think that it is important that we have a voice and 
work together and try to fix and work collectively together. So I 
wanted to add my voice to the many that are looking forward to 
working collectively in resolving and working with you on manufac- 
tured housing. So I look forward to doing that. I think that it is 
important for us to work together to get that done. 

My issue is trying to help the unbanked. I come from an area 
up — since I come — I have lived the life myself from coming from my 
parents, who were struggling, and banks — they didn’t — weren’t 
qualified or did not have enough money, but still they needed cer- 
tain credit to make ends meet. 

Working paycheck to paycheck is a common thing. And I find 
that I know many Americans are working paycheck to paycheck. 
And going to a bank is not available to them, and so therefore, they 
go to products that are nonbankable. 

I have been working very closely, trying to make sure that they 
still have access to some credit, to nonbank institutions. And I have 
been working with my colleagues on the other side there to try to 
get something done there. 
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But I want to make sure that the products are safe. I want to 
make sure, because there is a statement that it is extremely expen- 
sive to be poor. 

So I was wondering if you could tell us how the CFPB is making 
sure that underserved consumers will be able to access affordable 
and better-suited products from some of the regulated credits? 

Mr. CORDRAY. Thank you for the question, and also for the back- 
ground. We have known for years that it is expensive to be poor, 
particularly where you don’t have good products and services being 
offered to you. 

We recognize that there is a real need and demand among the 
public for small-dollar credit and, as you say, particularly for peo- 
ple who don’t have direct access to the banking system, for a vari- 
ety of reasons. 

We have been careful in trying to assess the actual dynamics of 
that marketplace. We put out a White Paper last year on payday 
lending and on the deposit advance product by banks that has been 
very similar to payday lending, and looked at the need for that 
credit, and how it is being met. One of the problems and concerns 
that we have is that the business model seems to depend on a sig- 
nificant lump of consumers who end up rolling loans over 6, 8, 10 
times. They end up living their lives off of 390 or 520 percent rate 
of interest, which is not benefiting or helping them. 

Now, there are others who use these products, and can get in 
and out of them responsibly. And it is not solely payday loans. It 
is car title loans; it is certain types of installment loans. There is 
pawn brokering. It is a somewhat complicated, dynamic market. 

We have indicated that we are going to move ahead with making 
some policy judgments and regulations in this area, and we will. 
But our concern is exactly yours. We want people to have access 
to the credit they need, but the kinds of products that are going 
to make things better for them, not worse. And there are many 
complicated dynamics around that. 

Mr. Meeks. But that is important, because I can tell you some — 
you hear the word just get rid of these — all the products, but then 
those folks have no resource. And then they end up, as I have 
seen — some of my friends’ parents do when I was growing up — 
there is the old loan shark. That is the person I would want to 
make sure stays out of business, because not only — they come in, 
they do some bad things. 

Mr. CoRDRAY. Yes. 

Mr. Meeks. The American Banker reported last week that T-Mo- 
bile will be joining a growing list of companies which are enabling 
consumers to bank without going to banks also by offering the 
reloadable prepaid Visa cards. Can you tell me what — has the 
CFPB done any research on that? And any comments on those kind 
of products? 

Mr. CoRDRAY. Yes, that is a great question. It is something we 
watch very closely. A concern of mine is, can we stay ahead of how 
fast moving some of these markets are? There are many innovators 
trying to make their way into the space of mobile banking and var- 
ious products, and many of them of them may be offered by phone. 
There may be other mechanisms, as well, such as peer-to-peer lend- 
ing. 



27 


We are trying to stay close to that. Some of it is happening more 
quickly, some of it less quickly. It is very difficult to predict how 
that is going to evolve. But you can look around the world and see 
that it is arriving in various ways in other countries and likely will 
arrive here, as well. And it poses challenges to a regulatory system 
that is huilt on a more physical notion of hanks or phones. And the 
FCC does phones, and so forth and so on. 

So it is something that we are both trying to he very aware of, 
trying to stay on top of, and also recognize we are going to need 
to work with other regulators if we are going to he effective in this 
space. And prohahly we will need help from Congress addressing 
this. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Texas, Mr. Neuge- 
hauer. Chair of our Housing and Insurance Subcommittee, for 5 
minutes. 

Mr. Neugebauer. Thank you, Mr. Chairman. 

Director Cordray, thank you for coming this morning. 

Several high-profile data breaches at major U.S. retailers, includ- 
ing the most recent breach at Target, have raised Americans’ anx- 
iety levels about the security of their personal financial informa- 
tion. Yet, I think most Americans would be surprised to learn that 
one of the largest repositories of financial data in the country is 
maintained not by a retailer or a financial institution but by the 
CFPB. 

The Bureau is tracking, as my colleague from New Jersey men- 
tioned, 991 million credit card accounts, at least 8.6 million indi- 
vidual credit reports, and now as many as 227 million mortgages. 
We know that the Bureau has already experienced three breaches 
at its consumer complaint portal, and the government’s less-than- 
stellar track record in this area suggests that there may be many 
more to come. 

So my question to you, Mr. Cordray, is, can you personally guar- 
antee that consumers’ personal financial information is 100 percent 
secure? 

Mr. Cordray. First of all, there are a lot of comparisons made, 
some of them very casually, in relation to us to the stimulus bill, 
which we have nothing to do with, us to the NSA, which we have 
nothing to do with, us to health care, which we have nothing to do 
with. 

What we do have to do with is the work that we are doing on 
behalf of consumers and the issues we can control. And the issue 
you raise is an important one, and it is one that I take very seri- 
ously, just as you take it very seriously. And it would be pretty bad 
for our agency if we didn’t take it very seriously. 

What I can say is we attempt to safeguard any information we 
have about the American public in two ways. First of all, wherever 
possible, we are trying to gather aggregated information. I don’t 
really care or want to know anything about your personal spending 
habits. All that does is get in my way because there are provisions 
in the Federal law for that kind of personal information, and how 
carefully you have to safeguard it. 

Where we do gather that information necessarily, like through 
our consumer response function, where people have to give us their 
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details in order to have their complaint handled, we are complying 
with all of the security and privacy provisions that are pretty ex- 
tensive in Federal law. We are trying to do that very carefully, and 
people are looking at us to see how we are doing that, including 
our Inspector General and the GAO. It is something that I person- 
ally am very mindful of and we will do our absolute best not to 
have a problem in this area, because I recognize that a problem 
would hurt this agency, hurt our mission, and not be what you or 
we want. 

Mr. Neugebauer. So, you are collecting a lot of data. You are 
doing the best you can, obviously. 

I want to quote the President. He said recently, “All of us under- 
stand that the standards for government surveillance must be 
higher. Given the unique power of the State, it is not enough for 
leaders to say, ‘Trust us, we won’t abuse the data we collect.’ For 
history has too many examples of when that trust has been 
breached.” 

And so, you are saying you are not doing it, but the President 
is saying, we can’t always take that at face value. 

I think the question that I want to follow up with is something 
Mr. Garrett mentioned, can this data be reverse-engineered? 

Mr. CORDRAY. First of all, again, you are giving me quotes about 
the NSA, which is not us, and not what we are doing, and I don’t 
think there is any comparability there, so — 

Mr. Neugebauer. But you are still collecting — almost as — I 
think you and the NSA are in a contest of who can collect the most 
information. And I think the jury is still out as — 

Mr. CoRDRAY. I fundamentally reject that — 

Mr. Neugebauer. — to who is going to win that contest. 

Mr. CORDRAY. — categorization. However, in terms of what we 
are doing, we are making every effort to be very careful, both in 
satisfying the Federal law in terms of security and privacy, and in 
terms of treating consumers properly. If we are careless with their 
information, that is not consistent with our mission, and we are 
not. 

Mr. Neugebauer. And so the question is, can this data be re- 
verse-engineered? That was the question. 

Mr. CoRDRAY. The issue of whether data can be reverse-engi- 
neered is a complicated one. That is why we try to aggregate as 
much as we can at a very high level. There may be information- 
gatherings that the government has done across many sectors that 
at one time could not be reverse-engineered but may become more 
capable of having that happen. That is something we are very care- 
ful about and mindful of and thinking about. 

My point is, that is not an issue that you can answer at one time 
for all time. It is something that may change over time. 

Mr. Neugebauer. So the fact that you are concerned about it — 
does that mean that you think it can be reverse-engineered? 

Mr. CORDRAY. I think we are concerned about making sure that 
could not happen as much as possible. Nobody at the Bureau, I can 
tell you, is reverse-engineering anything. Nobody has the time or 
interest to do that. It would only cause us trouble. 

However, we are trying to be mindful of, as we gather informa- 
tion, making sure that it wouldn’t be subject to reverse-engineering 
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by us or anyone, because I don’t need that kind of headache, frank- 
ly- 

Mr. Neugebauer. I think it is one of the things that you evi- 
dently have some concern about, because in one of your contracts 
with CoreLogic, you say they must agree not to attempt or directly 
or indirectly reverse-engineer. So evidently that capability exists or 
you wouldn’t have that in your contract. 

Chairman Hensarling. The time of the gentleman has expired. 

Mr. CORDRAY. Again, we try to make sure that will not happen. 
And that is a term in our contract and we are going to hold our 
contractors to that — 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Missouri, Mr. 
Clay, for 5 minutes. 

Mr. Clay. Thank you, Mr. Chairman. 

And thank you. Director Cordray, for your testimony this morn- 
ing. 

The ranking member and several members of the Majority have 
expressed interest in working with the CFPB to solve challenges 
like making sure that manufactured housing remains a viable al- 
ternative for the many families who benefit from this important 
product. 

As you know, many times when we attempt to address these 
types of issues, we unintentionally create loopholes that undermine 
consumer protections instead of fixing the problem. 

Can you commit to working with us to address the concerns of 
the manufactured housing industry while continuing to protect our 
constituents from the actual bad actors that the rules are meant 
to target? 

Mr. Cordray. I do commit to that. I believe I have committed to 
it today already, but I commit to it now. 

We have been open and accessible to representatives from both 
the building and lending industries. They have made a strong case 
for why this fits a particular need in the population. And it was 
a case that, as I said, I am familiar with from my own personal 
experience and where I grew up and my family, particularly in 
Eastern Ohio. 

So yes, we are very interested in those issues. 

Mr. Clay. Thank you for that response. 

In the area of mortgage rules, what steps has the CFPB taken 
to educate and help lenders as well as consumers understand your 
new rules? 

Mr. Cordray. I am actually really proud of the work we have 
done in that area, because when we finalized our rules last Janu- 
ary we could have easily said, and it would have been a classic re- 
sponse to industry, “Well, we are done, and it is your problem now, 
and we are moving on to other things.” 

But instead, we dug in alongside with them and made it clear 
that we had a whole project around regulatory implementation. We 
wanted to hear from them about what kind of practical problems 
they might be running into that we hadn’t foreseen, and they 
hadn’t foreseen, because they told us everything that they thought 
they had problems with before we finalized the rules. 
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And there have heen a number of things, including the small 
creditors that I talked about with Representative Capita and the 
special provision we made that covers thousands of community 
banks and credit unions. That was in addition to the original rule 
and it was meant to address concerns we heard that we absolutely 
found to be valid and legitimate. 

The examination protocols were done 6 months in advance so 
people could get familiar with them. We continue to work with in- 
dustry. In fact, by the fall, they said to us, “We appreciate that you 
have been so helpful. Please stop being so helpful until January 
10th because we now need to finalize.” But we have been taking 
further comments and issues, and we will address some of those 
this year as well. 

And again, there will be new circumstances people will run into 
that we didn’t quite anticipate, and they didn’t quite anticipate. We 
will listen to them and see what they have to tell us and see what 
the data shows about actual impacts on the market. 

We do not want to upset the housing or mortgage market. We 
are here to help — 

Mr. Clay. Do we have any data yet on any decline in the 
issuance of mortgages or — 

Mr. CORDRAY. It is so soon that it is very hard to say anything. 
The rules took effect January 10th. It is now January 28th. 

I will say, I did see that mortgage lending was up for each of the 
first 2 weeks under our rule, but that is such a small slice that it 
is very hard to make anything of that over the week before we fi- 
nalized our rule. 

Mr. Clay. Thank you for that response. 

In the area of servicemembers, the Dodd-Frank Act created the 
Office of Servicemember Affairs to address the specific challenges 
faced by servicemembers, veterans, and their families. This office, 
which monitors complaints from servicemembers in conjunction 
with consumer response, received approximately 3,800 complaints 
between July 1, 2012, and June 30, 2013. 

What are some of the most common grievances expressed by 
servicemembers, and what has the Bureau done or can it do to ad- 
dress their concerns? 

Mr. CORDRAY. Congressman, I am lucky with the people I get to 
work with at the Bureau, and one of the best we have is Holly 
Petraeus, who runs that office, and has tremendous credibility 
across the country with servicemembers, their families, and vet- 
erans. And she has lived that life herself. 

We had a gentleman from Massachusetts tell us about his son 
whom he thought was treated unfairly on an auto lending program. 
We looked into it, and found a lot of complaints. We addressed that 
through an enforcement action and got $6.5 million back to thou- 
sands of servicemembers. 

We have addressed a lot of individual complaints. We have ad- 
dressed problems like permanent change of station orders, which 
didn’t qualify people for the kinds of adjustments that other people 
were getting in the mortgage market. 

And the Department of Defense and Veterans Affairs, I will say, 
to their great credit, have been very responsive to the problems we 
identify to them that we hear from servicemembers and veterans 
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and they have solved a lot of problems. It is a great partnership 
that we have with them. 

Mr. Clay. And thank you for your advocacy on behalf of con- 
sumers in this country. 

I yield back. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from North Carolina, 
Mr. McHenry, the Chair of our Oversight and Investigations Sub- 
committee. 

Mr. McHenry. Director Cordray, to follow the chairman’s open- 
ing line of questions about your building renovation, would you pro- 
vide the committee with the occupancy agreement between the Bu- 
reau and the OCC? 

Mr. Cordray. I don’t know that there would be any reason why 
we could not provide that, and I would be surprised if we haven’t 
provided it, but I don’t know offhand if we have — 

Mr. McHenry. You haven’t. So if you would, that would be help- 
ful for us to understand this. 

Mr. Cordray. Yes. That was an agreement signed after I became 
Director, but it is what we are going to be living under for the 
next — 

Mr. McHenry. Even easier then. 

Mr. Cordray. — 30 years, so — 

Mr. McHenry. No, even easier — 

Mr. Cordray. Well — 

Mr. McHenry. — since it is a 20-year contract that you have dis- 
closed in your report. 

The reason why we ask this is because you spent $12 million a 
year in rent. You disclosed that. And we appreciate the fact you 
disclosed that. 

We also know from a Treasury audit that the value of the build- 
ing that you are occupying is $153.7 million as of 2011. And yet, 
you are spending — first, we find out $55 million, based on your dis- 
closures, then $95 million, then $150 million. So it looks very odd 
to us, and that is why we would like to know the details of this. 
Don’t you think that is reasonable? 

Mr. Cordray. I do think that is reasonable, yes. 

Mr. McHenry. Okay. Thank you. 

You said today that you will actually have to move out of this 
building that you are leasing — you don’t own it, you are leasing it. 
And you are going to have temporary space. 

Mr. Cordray. Yes, it is a very annoying problem for us, and it 
hasn’t made anybody happy, including me. 

Mr. McHenry. But, you think about the cost of it and seems a 
little insane that you are spending $150 million of taxpayer money 
and spending $12 million in rent and you are not even going to be 
in it. 

Mr. Cordray. Look, there is much that I am unhappy with about 
this situation. It is a building that is a deteriorated building. It is 
a classic white elephant. 

Mr. McHenry. How old is it? 

Mr. Cordray. It is going to cost a fair amount of money to bring 
it back up to standard. 

Mr. McHenry. How old is it? 
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Mr. CoRDRAY. It is not that old. 

Mr. McHenry. No? 

Mr. CoRDRAY. It must have been used pretty heavily. It was built 
in the 1970s — 

Mr. McHenry. Yes, this place looks pretty — 

Mr. CORDRAY. — or the 1960s, I think, but — 

Mr. McHenry. Yes. You know, Kennedy laid the cornerstone on 
this little building. 

Mr. CoRDRAY. Yes. 

Mr. McHenry. It is a little heavily used here, too. So anyway — 

Mr. CoRDRAY. If I were a consumer — 

Mr. McHenry. — I just want to find out — 

Mr. CoRDRAY. — I would be complaining a lot about that building 
if I owned it. 

Mr. McHenry. — if you would provide us with the details of this 
arrangement for space, and what it is going to cost? Would you do 
that? 

Mr. CoRDRAY. I think — as you have seen — 

Mr. McHenry. Not today, but — 

Mr. CoRDRAY. As you have seen, our budget and spending has 
become more and more transparent as we build up this agency. 

Mr. McHenry. Sure. 

Mr. CoRDRAY. All of that is available on our Web site each quar- 
ter. 

Mr. McHenry. Okay. And let me follow up on that. 

Mr. CoRDRAY. Yes. 

Mr. McHenry. I wrote you a letter at the beginning of the 
month. I appreciate your responding in a timely manner. 

You provided back — and my question — and I know you receive 
letters — a few. And I understand that my letter request was about 
the details of your budget. You responded back with some links on 
your Web site, and I appreciate that. One was a newly-issued re- 
port on your financials for the year. 

What I asked for was the resource detail and operating levels de- 
tail within your budget. Now, the report you sent me a link to — 
I went to it, looked at it, and the level of detail there is fairly non- 
specific. And I will give you an example. 

What I am asking for is a line item structure of this and you 
have a $166 million line item that has 3 lines of description in 
order to add up to $166 million. And it has a great name: “Prevent 
financial harm to consumers while promoting good practices that 
benefit them.” 

I don’t know that we oppose that idea, we would just like to 
know what it is. Now, your Bureau has also done something I 
think is proper. You disclose contracts. So, we are able to ask you 
about contracts. 

Mr. CORDRAY. Right. 

Mr. McHenry. Right? So I know that you spent $2.5 million to 
pay for Web ads to drive traffic to your Web site. I know that. And 
I know you contracted with well-known firms. Now, I also know 
whether it is a no-bid contract, a bid contract, right? And I appre- 
ciate that — 

Mr. CoRDRAY. And you have seen that we have placed a real em- 
phasis on competition in our contracts. 
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Mr. McHenry. Yes, and I appreciate that. I also saw the no-bid 
contracts, and we could have questions about that. 

Now, as a policymaker you are also spending a substantial 
amount in salaries and benefits. You disclose that, but not in the 
detailed level. In your budget estimates, we know you have 238 
people working on one area, but we don’t know anything more than 
that. 

So what is going to happen to you is you are going to come before 
Congress, and we are going to have a lot of questions about your 
contracts, even if you have enormous amounts of wasteful spending 
to the tune of $300 million, $400 million a year, and we don’t know 
the details of it. 

What I would ask you to submit to us is that budget line item 
that other agencies who have to go through the appropriation proc- 
ess submit on a regular basis. Would you submit that to our com- 
mittee? 

Mr. CoRDRAY. So what I would say is, as I said, the extent of de- 
tail of our budget has grown greater as we have been staffing the 
agency — 

Mr. McHenry. It is still insufficient, sir. 

Mr. CoRDRAY. — and have the ability to do that. 

It is my understanding that the amount of information we pro- 
vide about our budget is comparable to that of other agencies, and 
we are now providing it on our Web site on a quarterly basis, 
which other agencies do not do. If you have other views about how 
much detail we should be providing, I am — 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Georgia, Mr. 
Scott, for 5 minutes. 

Mr. Scott. Thank you, Mr. Chairman. 

Over here, Mr. Cordray. How are you? 

Mr. Cordray. Good. 

Mr. Scott. Mr. Cordray, I want to ask you about the Bureau’s 
March 2013 fair lending guidance for our automobile dealers. This 
is very important to me. I represent a district that represents the 
six largest counties around Atlanta, which means the suburbs, 
which means transportation, which means auto dealers and auto 
consumers. 

Now, I am very concerned about this because I, along with 12 
other members of this committee, wrote you a letter expressing our 
concerns on May 28th, and asked you to respond, but we haven’t 
gotten a response as of yet. 

This is very, very critical. Number one, there was no study that 
was done on the impact of fiat fees for consumers or how it would 
affect consumers and the availability of them getting credit. This 
is very serious. 

I am very concerned about the Bureau’s actions because they 
have had unintended consequences of: one, raising credit costs for 
consumers; and two, pushing the marginally creditworthy out of 
the market entirely. 

And if, for example — if you learn, as many of us here in Congress 
have learned, that the broad adoption of dealer compensation 
methods that do not permit consumers to negotiate lower prices 
would hurt marginally creditworthy consumers, including many 
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minorities, of which you are admirably trying to make sure have 
fairness — ^but if you knew this, would the Bureau review this guid- 
ance that it has used to finance sources that you issued last 
March? 

Mr. CORDRAY. I am trying to follow all of what you described. 

First of all, I believe we have responded to your May 28th letter, 
and we will get to the bottom of that and make sure that we are 
on the same page. I would be very surprised if we had let 7, 8 
months go by without responding — 

Mr. Scott. Just to correct you, I have checked with my staff in 
my office and you didn’t. But I understand. That is not the point 
here. I just mentioned that so you could see the urgency of moving 
forward. 

Mr. CoRDRAY. Yes. 

Mr. Scott. We need to treat both our auto dealers and our con- 
sumers with fairness and the March 23rd guidance is not fair. 

Mr. CoRDRAY. Let me say a couple of things about that. The 
problem that we are trying to address is one where people walk in 
to get a loan to buy a car, which, as you say, is a critical thing in 
suburban and rural areas in order to get around. And we find that 
they are treated differently. They are required to pay different 
amounts, higher amounts, based solely on the color of their skin or 
their ethnic background. 

That is not right. That is what we are trying to address. 

Now, in terms of how we are trying to address it, it becomes a 
more complicated issue. The bulletin we put out last March, there 
was nothing unfair about it. 

It was restating law that has been on the books and followed by 
all the other agencies, including the Department of Justice, for al- 
most 20 years. We, as a new agency, laid out that we also felt that 
we were going to take the same approach. 

The auto industry has a lot of concern about this, but the auto 
lending industry is doing just fine. In fact, it had a banner year in 
2013 and I expect it will have a banner year in 2014. So the notion 
that we are somehow destroying lending or killing off the ability 
of people to compete in this market, we are not. 

We are going to continue to work with people to address con- 
cerns. You saw that we had an enforcement action that did bear 
fruit against Ally for $98 million — 

Mr. Scott. But, Mr. Cordray, please, my time is running out. 
Here is the point — and all your points are here — and I want you 
to do a great job. But if the people — if what you are doing is not 
great within the auto industry and the consumers between the peo- 
ple who are buying the cars and are not — and if they have input, 
which, in fact, they did not — considering how controversial this 
guidance was and has become, wouldn’t it have been more prudent 
for you to receive input from them, which you didn’t, to hear con- 
cerns from them, to hear their concerns directly who are directly 
impacted by this guidance before it was issued? 

This could have been avoided. 

Mr. Cordray. Look, the guidance itself is exactly a restatement 
of existing law. That is all it is. I don’t know what people are tell- 
ing you, but if they are making more of it than that, they are 
wrong. 
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We have had lots of discussions with lenders over whom we have 
jurisdiction. We were careful about not trying to reach out to deal- 
ers over whom we don’t have jurisdiction and respecting the line 
that Congress drew. 

Mr. Scott. Allow me to say this, please — my time is up. 

But this is one Congressman who represents probably per cap- 
ita — certainly my area, because I represent the suburbs where the 
action is — where they have to get fair treatment. If you could work 
with my office more closely to make sure my dealers and con- 
sumers are treated more fairly — 

Chairman Hensarling. The time — 

Mr. CoRDRAY. I am happy to do that. 

Chairman Hensarling. — of the gentleman has expired. 

The Chair now recognizes the gentleman from New Mexico, Mr. 
Pearce. 

Mr. Pearce. Thank you, Mr. Chairman. 

And thanks again. Director, for being here. 

Just a follow up to Mr. Neugebauer’s questions — a Federal judge 
ruled the metadata collection by the NSA was unconstitutional, 
and my question is, will you submit a request for the Federal judge 
to look at your data collection and see if it is constitutional? Would 
you do that? 

Mr. CoRDRAY. We will follow our statute, which is the law Con- 
gress gave us, and that is what we will do. 

Mr. Pearce. That was not my question. 

Mr. CoRDRAY. And by the way, I will say that we have an en- 
forcement action in which — 

Mr. Pearce. If I could reclaim my time, sir — 

Mr. CORDRAY. — the constitutionality of the Bureau was raised — 

Mr. Pearce. I just asked you a simple question. I asked a simple 
question. 

Mr. CORDRAY. — in the Federal district court in California — 

Mr. Pearce. Mr. Chairman, if I could reclaim my time? 

Chairman Hensarling. The time belongs to the gentleman from 
New Mexico. 

Mr. Pearce. I know that Mr. Snowden was not a planned asset 
of the agency, and I know that the IRS didn’t plan for things to 
be released, but I will say that the collection of data like you are 
collecting has tremendous value in political campaigns, and I worry 
that there might just be someone down the system who might re- 
lease that information. And you are saying that, no, you are not 
going to ask a judge if it is constitutional. 

I found your testimony almost amusing where you described how 
many of your friends live in manufactured housing. That smacks 
of a condescension that was rejected two generations ago, and I 
wonder, have you personally talked to any people who deal with 
manufactured housing? 

On January 23rd, I got this unsolicited e-mail from a friend of 
mine. I didn’t tell him I was looking for information. 

“Good morning, Steve. I just returned from an educational sem- 
inar that explained how we have to conduct our business as manu- 
factured home retailers now that the new laws are in effect. I hon- 
estly can’t believe what I have to do to sell homes and how difficult 
it will be not to trip up. It just takes the wind out of my sail and 
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all others that are in my industry. It just keeps getting more and 
more difficult to operate a business and more and more easy to get 
sued for not dotting Fs or crossing a T.” 

That is the legacy which lives in the manufactured housing in- 
dustry that you have given lip service to today and for the last 
year. 

But I will tell you that I found amusing your indignation that 
the one-size-fits-all characterization, before you even came here, 
was so offensive. And yet, you are doing the same thing today. 

You are declaring today that many times the mobile home, the 
manufactured housing — that a regular house can’t be built there. 
Now, my county is flat from one end to the other; 50 percent of the 
homes are manufactured homes. And to declare that one lot is not 
suitable for regular homes but is suitable for those that many of 
your friends live in, I found to be generalistic thinking — one-size- 
fits-all thinking. 

You characterized that even your initial rules were coming be- 
cause you feared the ability to repay. Now, I wonder how many 
banks who lend to manufactured home buyers you actually talked 
to, because they tell me that they have the highest rate of repay- 
ment of any form of home. 

And you still have one-size-fits-all in the balloon payments, 
which then kicks us out — kicks a lender out of the Qualified Mort- 
gage market without a secondary. When you do that in New Mex- 
ico — we have 70 days of capital to lend for houses in the entire 
State, and when you kick them out of the secondary mortgage mar- 
ket, you then say that you have to lend that money for that piece 
of property, and when it pays off 30 years from now you can lend 
for a new house. 

You are going to choke, then, the rural, small areas — the areas 
that don’t fit your definition of what is really right for people to live 
in and your idea that balloon mortgages aren’t somehow okay. 

None of your people from Wall Street are going to come to New 
Mexico and lend on a trailer house and give them a 30-year note 
because they can deteriorate or they can be held in good condition 
for 50 years. 

And so I find your indignation that we might have said or might 
even be saying still that one-size-fits-all is not working, it is a war 
on the poor that is being conducted by you and this Administration 
and it is one where low-income people suffer the most. They don’t 
have other options. 

So I find your testimony today to be diminishing, demeaning to 
the people who are suffering the most. I wish that you would 
change the rules instead of coming here and giving lip service. 

Thank you, Mr. Chairman. I yield back. 

Mr. CORDRAY. Mr. Chairman, point of personal privilege as the 
witness at this hearing for the 5-minute filibuster that resulted in 
no questions to me — 

Chairman Hensarling. The gentleman — 

Mr. CoRDRAY. That is some of the most offensive — 

Mr. Pearce. I asked a question early on. 

Mr. CoRDRAY. — some of the most offensive comments I have 
heard from this committee — 

Chairman Hensarling. The committee will come to order. 
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It is the gentleman from New Mexico’s time. As a courtesy to the 
witness, if he would like a brief moment to respond, the Chair will 
yield him a brief moment. 

Mr. CoRDRAY. I would. 

The completely unfounded suggestion that we are using data for 
political campaigns, which you have not a shred of evidence for, 
this is an independent agency and — 

Mr. Pearce. I did not say that, Mr. Chairman. 

Mr. CoRDRAY. — is not subject to be controlled like — 

Mr. Pearce. I said the possibility — 

Mr. CoRDRAY. That is what you said. 

Mr. Pearce. — of Snowden, who would release that information 
without your consent — 

Mr. CORDRAY. And the notion that I am being condescending in 
talking about manufactured housing because, in fact, I have friends 
and family members who have lived and live in manufactured 
housing — I don’t begin to understand where you are coming from 
on that. 

You are being blunt with me — 

Chairman Hensarling. Your brief moment — 

Mr. CORDRAY. — and I will be blunt with you. 

Chairman Hensarling. — has expired. 

Mr. CORDRAY. And I expect courtesies from this committee — 
Chairman Hensarling. The Chair — 

Mr. CoRDRAY. — of reasonable discussion. 

Chairman Hensarling. — now recognizes the gentlelady from 
New York, Mrs. Maloney, for 5 minutes. 

Mrs. Maloney. I thank the Chair for yielding. 

And I thank Mr. Cordray for your hard work. 

I would like to yield him as much time as he would like to re- 
spond to the line of disrespectful questioning. 

Mr. Cordray. So the notion that we are being condescending in 
trying to take account of these issues and recognize that there are 
different guides of properties that have different needs in rural, 
suburban, and urban areas is — and that is somewhat amusing to 
you, it is not amusing to me. 

We are trying to take this seriously. We are trying to meet the 
needs of consumers across this country. 

That is the mandate of this Bureau, and we will do it as best we 
can. The notion that we are somehow going to take information 
and use it for political campaigns is deeply offensive. 

You haven’t a shred of evidence on which you are basing that. 
That is just a wild allegation, and it is not befitting of this com- 
mittee, Mr. Chairman. 

Thank you. 

Mrs. Maloney. Okay. 

Mr. Cordray, as you and my colleagues know, we created the 
CFPB to protect consumers. We saw in the financial crisis that con- 
sumers were often not thought about at all, or as an afterthought. 
And it is highly appropriate to have one agency whose prime focus 
is to make sure that abusive practices and unfair deceptive prac- 
tices are not out on the market. 

I believe your record speaks for itself in really coming forward 
with well-thought-out, researched positions that help the economic 
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security of our country by being fair to people and giving notice to 
people about the products that they are purchasing. 

I would also like to ask specifically about an area that you are 
working on which is becoming an emerging important market, and 
that is prepaid cards. Prepaid cards hold a lot of potential, but they 
are not subject to uniform Federal protections or disclosure stand- 
ards, and that makes it difficult for consumers to be able to do 
comparison shopping. 

I know that your office has been working on a proposed rule for 
prepaid cards for quite a while and I look forward to seeing what 
you come out with. 

So I have two basic questions in this area. First, when does the 
Bureau plan to release its prepaid card proposal? 

And second, based on your research into this market, how should 
we as policymakers think about the prepaid card policies? Should 
we focus primarily on clear, consistent disclosure of fees to con- 
sumers, or are there other limitations that need to be placed on 
prepaid cards? 

Mr. CoRDRAY. Thank you. Representative Maloney. 

The issue you raise is a very important one, and an increasingly 
important one for many low- and moderate-income consumers for 
whom a general purpose, reloadable prepaid card may increasingly 
become some sort of alternative mechanism to a bank account or 
check cashing or other things that can be very costly at times for 
low- and moderate-income individuals. 

The state at which the prepaid card issue is at at the Bureau, 
is the proposed rule state. This means that we are on the verge of 
undertaking to write rules governing prepaid cards, which, as you 
know, and I know from your attention to this, is right now a hole 
in the fabric of consumer protection. 

Just as remittances had no consumer protections before we acted 
to adopt those rules, prepaid cards are the same. Most consumers 
don’t realize the differences when they reach in their wallet and 
pull out a credit card, a debit card, or a prepaid card. I think they 
think they have the same protections across all of those cards. It 
is not true. Prepaid cards are not protected at all. 

So we will be writing rules to take account of the importance of 
providing protections in that area. 

And what I would say is you are asking about kind of the bal- 
ance between: Do you simply proceed through improving disclo- 
sures or is there some substance to be provided here? 

My general impression is that in most of these markets, we need 
better disclosures and we need better substance in the rules. I don’t 
want to prejudge the rulemaking process. We will be putting out 
a proposal for comment and then finalizing it. 

But action here is very much needed and it is an emerging mar- 
ket that is now well over $100 billion being loaded onto these cards 
every year and people need protections in a balanced way. 

We will welcome the input of members of this committee, as well 
as consumers and industry, on getting those rules right. 

Mrs. Maloney. And where do we stand on your rule on overdraft 
protections? I understand you were reviewing that. 
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Overdraft would not be part of a prepaid card. That would not 
be part of it. But the overdraft protection rule, where do you stand 
on working on that area? 

Mr. CoRDRAY. In the Unified Agenda, which we publish, and we 
publish on our Web site, actually in response to a suggestion Rep- 
resentative McHenry made about a year ago, maybe a couple of 
years ago now, that is at the pre-rule stage. It is not as far along 
as prepaid cards but it is something that we are looking at and try- 
ing to figure out. We are doing analysis right now of the market 
to try to understand. 

There are many ways in which the overdraft product is good for 
consumers, like helping them avoid NSF fees. There are some prac- 
tices that concern us in that area, so we are moving forward in try- 
ing to figure out how to approach those issues, but it is not as far 
along as prepaid cards. 

Mrs. Maloney. My time has expired. Thank you. 

Chairman Hensarling. The time of the gentlelady has expired. 

The Chair now recognizes the gentleman from California, Mr. 
Royce, the Chair of the House Foreign Affairs Committee. 

Mr. Royce. Thank you. Thank you very much, Mr. Chairman. 

And, Director, thank you. 

I wanted to raise some concerns, but maybe in the process lower 
the blood pressure a little bit over this issue on the question of the 
Bureau’s National Mortgage Database project with the FHFA. I 
think you understand that beyond this room there are others who 
have concerns with the privacy — 

Mr. CORDRAY. I do. 

Mr. Royce. — issue here, and at the end of the day you put to- 
gether a database like that and it is going to include credit infor- 
mation on 50 million people here in the United States. That is just 
the project. 

Now, in your opinion, this information — the data collected from 
market monitoring — does not include personally identifiable infor- 
mation? 

Mr. CoRDRAY. That is my understanding. Yes. 

Mr. Royce. Yes. And the real question here is, is it searchable? 
Can it be reverse-engineered? And I assume that you don’t believe 
that you can identify a single individual through that process. 

But if we look at the actual risk that consumers have, we saw 
the recent Target breach, which in theory should not, could not 
happen. We saw what happened with Michael’s. Even with the best 
of intentions, even with high security — in these cases you have 
companies with great reputational risk on the line. They had done 
everything they could do to make sure that a breach of personal 
information didn’t happen, and it happened. 

But now we are talking about the Federal Government. And 
breaches of information at the Federal Government level — accord- 
ing to the GAO, in 2012, there were 22,000 data breaches. Now, 
some of that is small in terms of breaches of personally identifiable 
information, but some of them were very large. 

It was a 42 percent increase from the year before. It was over 
a 100 percent increase from the year before that. 
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I would like to play a short video clip from a presentation given 
last year by Bob Avery. He is the FHFA’s Project Director for the 
National Mortgage Database — that is this database. 

So let’s go to that if we could, Mr. Chairman. 

[Video plays.] 

Mr. Royce. So Mr. Avery states, in fact, the information included 
in the database is, in his words, easily reverse-engineered. And 
even more troubling, it will be available to any Federal employee 
in the country and possibly others. 

Now, this is why from the perspective of privacy advocacy, there 
is this concern about consumer privacy in this case. And person- 
ally, I don’t believe that the project should move forward until 
these issues are adequately addressed. 

So I guess my question is, from your standpoint, you are weigh- 
ing the assumed benefits of the database. Do you believe that out- 
weighs the real privacy concerns here? 

Mr. CoRDRAY. Ultimately, it is a judgment and a balance. But I 
would say two things in response to your line of questioning. 

The first is, in fact, the homeowner market is one where there 
is a tremendous amount of information freely available to the pub- 
lic. I don’t know quite how they do things in California, but in 
Ohio, the home that I own is on our county auditor’s Web site. 
There are pictures of it. There is a valuation of it. There is the 
amount of taxes I pay. At a time when I had a mortgage, there was 
the amount of the mortgage that I owed. 

All of that information was public information. 

I had a law school class that told me back in 1990 how much in- 
formation there is out there. I wasn’t sure I understood. They 
brought in and they knew all about all of my homeowner trans- 
actions. It was available on the Internet. That was true 20 years 
ago. 

So nonetheless, it doesn’t lessen the privacy concerns. 

But let’s get the paradox here of how important this is. I am get- 
ting questions from you and your colleagues, in your case, so far, 
your colleagues, about what we should be doing in the mortgage 
market. Have we drawn too tightly the box around QM? Is manu- 
factured housing being unfairly affected or undermined here? 

In order to make judgments about that, in order to respond to 
you, in order to get this right and for you to get it right and us 
to get it right, we have to have information about the market. 

What we found with the mortgage database was that we didn’t 
always have the kind of information we would have liked to have 
had about the mortgage market. This will help us provide it. 

Then we will be able to all have confidence as to whether we are 
getting this right or should adjust it. That is what your colleagues 
are crying for. It depends on information. 

Mr. Royce. And I am pointing out we had 20,000 breaches. 

Mr. Chairman, I would like to submit something else for the 
record, a recent letter from the National Association of Federal 
Credit Unions to House leadership on data security and protection, 
if I could? 

Chairman Hensarling. Without objection, it is so ordered. 

Mr. Royce. Thank you. 

Chairman Hensarling. The time of the gentleman has expired. 
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The Chair now recognizes the gentleman from Texas, Mr. Green, 
for 5 minutes. 

Mr. Green. Thank you, Mr. Chairman. 

And, Mr. Cordray, I thank you again for coming before us today. 
I look forward to your visits. I am up here, Mr. Cordray. 

Mr. Cordray. You moved on me. 

Mr. Green. I relocated temporarily. 

I am appreciative of the fact that you are willing to stand up for 
consumers. And when I say stand up, I mean you take a firm posi- 
tion. You really believe in what you do. And it comes through, and 
that is important to consumers. 

I want to visit with you about the $3 billion in refunds — $3 bil- 
lion. That is a lot of money, impacting 9.7 million consumers. 

Can you give just a brief overview of this $3 billion that 9.7 mil- 
lion consumers have had an opportunity to receive? 

Mr. Cordray. Thank you. Congressman. This is essentially basic 
law enforcement work. On both sides of the aisle in this committee, 
I know one basic principle everybody agrees with is that people 
should have to comply with the law, and if they violate the law, 
they should be held accountable. 

And if they violate the law in a way that hurts people, harms 
people financially, those people should have a right, if possible, to 
get their money back. That is something we are trying to do. 

We have been engaged in addressing violations of the law with 
credit card add-on products, which has been a big source of redress 
for consumers. Hundreds of millions of dollars are going back into 
people’s pockets who were victims of fraudulent, deceptive, and 
misleading marketing of products. And that has been, I think, well- 
established. And it is not unique to the United States; they had 
similar problems in the United Kingdom. 

The large mortgage servicing settlement we reached recently 
with a large nonbank mortgage servicer, again, for violations of the 
law, and practices that were unfair and deceptive to consumers. 

These are things that in a marketplace that works, the good, 
honest businesses are also protected against those who violate the 
law and potentially get a competitive advantage by doing so. So, it 
is in everybody’s interest for us to do this work. 

It does depend, I will say, on having information, being able to 
analyze what is going on in the markets, not just shooting blindly 
at problems. And that is part of why we feel so strongly about hav- 
ing the information on which to base this. 

But we will continue to do that work. We will continue to be, I 
think, appropriately aggressive, while not unreasonable. Where 
people are violating the law, it is our job to make sure that they 
are held accountable. 

Mr. Green. You received 122,000 complaints between July 1st of 
2012 and June 30th of 2013, over half of which or thereabouts re- 
late to mortgages; 3,800 of these complaints dealt with service peo- 
ple. 

I am sure that these complaints would have gone someplace if 
the CFPB did not exist. I am sure they would have gone someplace. 

Mr. Cordray. Maybe to you. 

Mr. Green. Probably. 

Mr. Cordray. And your colleagues. 
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Mr. Green. But I am not sure that they would have received the 
kind of attention that they have received by virtue of the CFPB 
being there. And I am curious about the types of complaints. I 
want to give you a chance to just talk about some of them, because 
we will always hear about things that don’t go well. We don’t hear 
enough about the things you do that benefit the consumer. 

So this is an opportunity for you to just take a moment, and tell 
us about some of these complaints that have been successful, where 
you have helped people, if you would? 

Mr. CoRDRAY. Sure. And Congressman, I know you understand 
this. Stories that we hear from people when they file a complaint 
are very similar and in fact, in many cases, are exactly the same 
stories they are telling people in your offices and your staff get all 
the time: somebody struggling with their mortgage and they can’t 
get anybody to respond to them; they submitted the paperwork, it 
got lost again and again; people won’t answer the phone. Those are 
some of the things we hear and we help cut through that. 

We hear people who feel like they had an improper charge on 
their credit report. They can’t get the credit reporting agency to 
pay attention and take it off and get it corrected, but it is affecting 
them. They can’t now get a mortgage or a car loan because that 
blights their credit. And we get those things fixed and get them re- 
moved. 

People harassed by debt collectors. Debt collectors have every 
right to do their job and collect money that people owe and people 
should pay, but there are laws that say you can’t call after 9 p.m. 

You can’t harass people at their workplace if they ask you not 
to. You are not supposed to do that. It is a violation of the law. It 
is cheating and giving you an unfair advantage over some other 
debt collector who actually abides by the law. 

Those are the kinds of things that we are addressing and dealing 
with every day. And again, a number of these are being referred 
by your offices, people on both sides of the aisle here. And we are 
happy to address these issues for all consumers, all constituents, 
wherever the complaint comes from. And we regard it as part of 
our job. 

The other thing is, we learn from it. As we get hundreds of com- 
plaints about a particular issue, then we know it is a real big prob- 
lem and we ought to address it more systematically. Maybe we 
should write a rule about it. Maybe we should bring an enforce- 
ment action to clean it up. Those are the kinds of things we are 
trying to do. 

Mr. Green. Thank you, Mr. Chairman. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Missouri, Mr. 
Luetkemeyer, for 5 minutes. 

Mr. Luetkemeyer. Thank you, Mr. Chairman. 

Mr. Cordray, let me change speeds here a little bit and talk to 
you a little bit about a different issue here. I sponsored an annual 
privacy notice bill and you were kind enough to — I wrote you a let- 
ter with regards to that in October of this past year. You sent a 
letter to me and agreed that it was something that we needed to 
do. 
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You supported it and I thank you for that. It was a timely letter. 
And we may need your help in trying to get it pushed through the 
Senate. They seem to be dropping the ball on the issue over there. 

But in your letter you also made the comment that you may be 
able to do this by some rulemaking authority that you have. Could 
you elaborate on that just for a moment? 

Mr. CORDRAY. Yes. And thank you for asking about that. I will 
say that sometimes processes move kind of slowly because of dif- 
ferent provisions in our law, in terms of how we proceed. 

I do know that internally, we have been working on that issue, 
and I believe that there is a presentation going to be made to me 
fairly soon on it. 

I am hopeful we can move forward on that. One of the things I 
will find from the presentation is, do we think we can comprehen- 
sively address the issues you are trying to raise through your legis- 
lation? If so, you may not need the legislation. On the other hand, 
if you move the legislation and that resolves it and we don’t need 
to work further on it, that is fine too. 

I don’t care how we proceed, but I do think there are issues, you 
have identified some of them and I think we are identifying others, 
that need to be addressed and fixed. And there can be a reasonable 
balance struck here that doesn’t burden institutions unnecessarily 
in ways that don’t necessarily benefit consumers. 

Mr. Luetkemeyer. Very good. I appreciate that. With unanimous 
consent, I would like to enter the letter into the record, Mr. Chair- 
man. 

Chairman Hensarling. Without objection, it is so ordered. 

Mr. Luetkemeyer. Thank you. 

With regards to another subject. Director, we have — online lend- 
ing is something that is very concerning to me. A lot of it is off- 
shore, and we need to be regulating it to make sure that our con- 
sumers aren’t being taken advantage of. 

By the same token, there is a lot of discussion right now within 
the FDIC and the DOJ about payday lending, online lending, and 
those sorts of things. And we have actually found people within 
those agencies who, because of personal bias, have tried to basi- 
cally shut down those industries. 

And they have admitted such to us, and we had them on record 
to that effect and have had lengthy discussions with the FDIC and 
the DOJ. And both of them have, as a result of those discussions 
and the investigations of the oversight committee — or I should say 
potential investigations — have given a letter to not only us but the 
industries, saying that they are going to allow these industries to 
continue. They believe that they are worthwhile. 

Any abuse that has taken place will stop. These are legitimate 
industries. As long as they behave within the confines of the law, 
they will be allowed to continue to do so. 

And I would like your opinion on that. And if we could perhaps 
get you to also do a letter similar to that, as what they have done, 
to say that as long as these lenders are behaving within the law, 
they have every legitimate reason to be in business and provide 
credit to a lot of folks who can’t get it. 

I know we had a lengthy discussion a minute ago with Mr. 
Meeks, who brought this issue up as well, at least on the periph- 
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eral parts of it, and indicated this is a very necessary area of lend- 
ing. Whether you like it or not, there are a lot of folks for whom 
this is the only way they can get lending. 

And I think as long as we regulate it properly, it doesn’t need 
to he here with things like Operation Choke Point, trying to choke 
it off. So could you respond? 

Mr. CORDRAY. Much economic activity is gravitating online. That 
is the way of the world, and it seems to he in our society. 

A lot of commerce is going online. My wife orders a lot of things 
now online, and I do, that before, we would have gone somewhere 
to get. It is natural that lending would gravitate there as well. 

There are, however, important law enforcement issues. And I 
struggled with them when I was attorney general of Ohio. And I 
hear from my colleagues, former colleagues, that they struggle with 
them now because online Internet activity doesn’t have clear juris- 
diction, as there is nothing physical or tangible about it. 

It can be originating in a different State but not complying with 
State laws here. It can be originated in a different country and not 
complying with any American laws. 

I think law enforcement officials are grappling with a strategy 
for how to deal with that, because online lenders that are legiti- 
mate and valid deserve protection against online lenders that are 
undercutting them by violating the law and not complying with the 
same requirements with which they comply. 

So it is definitely a difficult subject and one that we have been 
trying to hash out and understand with the State attorneys general 
and others. We will continue to do that. 

I definitely agree that there is a lot of online lending that is per- 
fectly proper and valid and may even cut some costs over physical, 
in-person lending. There are also risks there, and there is a risk 
of being able to evade law enforcement. 

Mr. Luetkemeyer. Would you be willing to put that in writing? 

Mr. CoRDRAY. I would be happy to. You mentioned a letter? I 
would be happy to take a look at it. I don’t obviously know — 

Mr. Luetkemeyer. Okay. Without objection, I ask unanimous 
consent to place in the record a copy of the letter from DOJ indi- 
cating their concerns and their willingness to also allow these busi- 
nesses to be lawfully there as long as they are behaving within the 
confines — 

Chairman Hensarling. Without objection, it is so ordered. The 
time of the gentleman has expired. 

The Chair now recognizes one of the committee’s reputed, most 
rabid Seattle Seahawks fan, Mr. Perlmutter, from — 

Mr. Perlmutter. I thank the chairman, and I want to thank the 
gentleman from Missouri — 

Mr. Luetkemeyer. A point of order, Mr. Chairman, for the 
choice of the color of his tie in support of the Denver Broncos. So 
with that, I will stop breaching the decorum of this committee and 
just, I want everybody to know I am united in orange against the 
Seattle Seahawks. 

Chairman Hensarling. We see the gentleman’s cap. Now, he 
may remove it. 

Mr. Perlmutter. Mr. Cordray, thank you for your testimony 
today. And thank you again for your fairly even-keeled testimony. 
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I did appreciate your response to Mr. Pearce, because there is a lot 
of data out there, and in your position, whether it is gathering 
mortgage data, or anything else, there is just a lot of data out 
there. We don’t want it abused. We have seen politicians in the 
past abuse it, and at the top of the list would be Richard Nixon. 

So I do understand your response. I understand his fear that it 
can be abused because it has been in the past. But there is a lot 
of mega data out there. 

Mr. Royce brought up the Target Corporation. My wife and I are 
Target shoppers. And she has a saying, if Target doesn’t have it, 
she doesn’t need it. 

But I also used my Target card — or I used my debit card in Tar- 
get in that period where their data was breached. So I am one of 
100 million people, apparently, or 100 million cardholders who was 
affected by this. And when I went to Wells Fargo and I said that 
I had used my card, they immediately took my card and switched 
it out for a new card. 

What is the CFPB’s role in something like this, where there has 
been a major data breach that affects millions of consumers? 

Mr. CoRDRAY. We have been looking at that since this occur- 
rence. Of course, this is not, as you know, the first occurrence of 
this kind. It is just one of the largest and most stunning ones, and 
the most recent one. 

In the past few days, we issued a bulletin to consumers: If you 
are one of the people who is or feels that you may have been vic- 
timized or affected by this, here are some steps you can take to pro- 
tect yourself, the kinds of information you need to respond to this 
situation. 

There are broader issues here for the credit card industry and for 
retailers in terms of how they manage information. Frankly, a lot 
of the same concerns that people have raised appropriately, I think, 
with me about our agency today. 

Everybody who has information is going to need to jealously safe- 
guard it in order to protect consumers. And there is real consumer 
harm that happens, whether somebody steals your identity or not. 

Even switching out your card, as you did, involves inconvenience 
and time and effort. You may have to change accounts and account 
information may cause you to miss a payment on something here 
or there. That can cause real harm to people as well. 

So, I think that the guidance we have provided to consumers is 
meant to be very helpful. It is drawing, again, on some of that ex- 
pert, neutral information and advice I indicated is available to your 
constituents on our Web site at consumerfinance.gov, and we urge 
you to take advantage of it. That is intended to help people. 

Mr. Perlmutter. Thank you. 

And, Mr. Chairman, if I could, I would like to introduce for the 
record a letter that we — a number of Democrats — sent to you on 
January 10th concerning some kind of hearing on this breach of 
data. 

Chairman Hensarling. Without objection, it is so ordered. 

Mr. Perlmutter. Mr. Cordray, I would like to also ask you a lit- 
tle bit about the QM situation. You have had a number of ques- 
tions already, but because you and I have had this conversation on 
QM, the 43 percent debt-to-income ratio. Were there other ways 
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that a lender, if it didn’t fit into that 43 percent box — were there 
other ways a loan might be considered eligible under your rules? 
And if so, what are they? 

Mr. CoRDRAY. Okay, so there are actually three main boxes, and 
sometimes it does get misstated and people either intentionally or 
unintentionally don’t quite get the purpose of the debt-to-income 
ratio of 43 percent or less, which is a pretty generous number by 
historic standards. We used to advise people not to spend more 
than a third of their income on housing, and then 36 percent was 
the number, and now people use 43 percent. It is meant to be 
broad — to provide a broad area for mortgage lending. That is one 
box. 

A second box — and this is very notable — any mortgage loan that 
would qualify to be purchased by any of the GSEs — Fannie Mae or 
Freddie Mac, if it qualifies as an FHA loan, if it qualifies under VA 
or Ginnie Mae — all of those are also Qualified Mortgages. That sig- 
nificantly extends and then covers a lot of loans that are above a 
43 percent debt-to-income ratio. That is second. 

As long as they are in conservatorship, that is a temporary meas- 
ure. This Congress may act on housing finance reform at some 
point. We weren’t sure where that was going, so we had to sort of 
take account of that and draw that into our calculations. That is 
a second box. 

And it is very easy for a lender: 43 DTI or you just plug it in, 
and you get a yes or no. You don’t have to sell it to Fannie or 
Freddie, it is just if it is eligible for sale. 

The third box is the small creditor provision that I have men- 
tioned before. It covers thousands of community banks and credit 
unions. Any mortgages they make, if they sell them in the sec- 
ondary market to Fannie or Freddie, are covered by that second 
box. If they keep them in portfolio, they are covered by this third 
box. 

Mr. Perlmutter. Thank you sir, for your testimony. 

I yield back. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Michigan, Mr. 
Huizenga. 

Mr. Huizenga. Thank you, Mr. Chairman. I appreciate that. 

And, Director Cordray, I appreciate you being here. Obviously, 
you have heard a lot of concern, some of it a little more heated 
than others, but concern on both sides of the aisle, frankly, about 
everything from auto loans to the security of the data that is being 
collected. 

QM has really sort of dominated this Qualified Mortgage defini- 
tion, and I would like to head a little in that direction, and point 
out that there had been an American Banker article entitled, 
“Blacks and Hispanics Likely To Be Hurt by Qualified Mortgage 
Rule,” which reported on a Federal Reserve Board report that 
found that “roughly one-third of Black and Hispanic borrowers 
would not meet the requirements of a QM loan based solely on its 
debt-to-income requirement.” That is what we were just address- 
ing. 

I am a former REALTOR® myself. I have dealt with those. 
Frankly, I come from an area where the median income and the 
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median mortgage and household transaction, home sale trans- 
action, is far below any of those major markets like California or 
New York or other places that might be falling into a jumbo-loan 
trap. 

But frankly, whether it is jumbo or whether it is small loan bor- 
rowers, what we are anecdotally hearing, and it is only half-funny, 
is that QM is quickly becoming “quit mortgages,” and I am very 
concerned about that. For those people out there trying to lend, 
this — these assets, there is a real fear that there is too much of 
that constriction on there. 

Sort of the response, one of the things that was part of the origi- 
nal Dodd-Frank bill was the 3 percent cap on affiliated mortgages. 
I recognize that the CFPB has sought to limit the impact of the 3 
percent cap by providing more generous “points and fees allowance 
for loans under $100,000.” But frankly, it is not enough. 

That has brought me to introduce H.R. 1077, and H.R. 3211. My 
friend from New York, Mr. Meeks, is a cosponsor of that. It is a 
bipartisan bill. We also have been working with Senator Vitter and 
Senator Manchin. There is a Senate companion to that, S.949 and 
S.1577. 

Based on a survey conducted by the Real Estate Settlement Pro- 
viders Council, the inclusion of title charges causes 60 percent — 60 
percent of loans under $60,000 to fail as Qualified Mortgages. 
These loans actually become high-cost, as we were discussing ear- 
lier, these HOEPA loans, because of points and fees that exceed 5 
percent of the loan amount. The survey also found that 45 percent 
of affiliated loans between $60,000 and $125,000 — so we are not 
talking massive jumbo-loans — failed to qualify as Qualified Mort- 
gages. 

In fact, 97 percent of the loans that failed as QMs were under 
$200,000, simply due to the inclusion of title insurance on that. 
And if title insurance is excluded, only 3 percent of those same 
loans would fail as QMs. 

Now, the States by and large regulate most of this, and as I have 
been working with people in the industry, I have had some con- 
versations with colleagues across the Capitol, some who may or 
may not, not to name names, have been very involved in creating 
your Bureau, who constantly bring up title insurance, apparently 
not understanding that this is regulated by the States, those 
amounts of what people are having to go in and pay for their title 
insurance. 

So introducing the Mortgage Choice Act is trying to seek relief 
for the major players, like the Quicken Loans and Flagstars of the 
bank, which are doing these across the Nation. Both are 
headquartered in Michigan but do business in virtually all 50 
States, to the small firms, like myself, which was a small real es- 
tate firm that put together its own title company, not because they 
were trying to be out gouging consumers, not because they were 
trying to charge more than what the other guy down the road was 
going to charge for their title insurance, but for the ease and con- 
venience of the consumers. 

And I know that is one of your stated goals of the Bureau, but 
I am curious if you could comment on that. 
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And then I am — you had mentioned earlier about waiting for 
data. How long are we going to have to wait for that data to ad- 
dress this as well, that I believe is going to show that there has 
been a reduction in mortgages offered? 

Mr. CoRDRAY. Yes. So again, as you say, we attempted to allevi- 
ate some of the concern about the 3 percent points and fees cap, 
which was a pretty blunt instrument in the statute, by providing 
for graduated, higher levels on loans of under $100,000. It is not 
clear to me exactly what we will all think a year from now, wheth- 
er that should be somewhat higher, whether it should be $150,000 
or where that should be set. That is a question. 

I have had discussions with Bill Emerson from Quicken about 
their model, which they touted, and which is a very efficient one- 
stop shopping model. And affiliate models can be that. He also was 
very frank in acknowledging there had been some affiliate abuses 
over the years, and we have all seen them. Congress drew a line 
on that, we thought, and we are trying to respect that line. 

I think the — 

Chairman Hensarling. I’m sorry, the time of the gentleman has 
expired. 

Mr. Huizenga. Mr. Chairman, I know my time has expired, but 
I would — in writing, I would like to ask, how long are we going to 
be able to wait? We think we have evidence now, after 30 days, so 
do we need 30 days of evidence, 60 days of evidence, because the 
longer that we wait the more people are going to be impacted and 
hurt by that. 

Mr. CoRDRAY. I haven’t seen any data yet, but within a few 
months I think we will get a sense of the impact. 

Chairman Hensarling. Now, the time of the gentleman has real- 
ly expired. 

Mr. CORDRAY. Sorry. 

Chairman Hensarling. The Chair now recognizes the gentleman 
from Massachusetts, Mr. Lynch. 

Mr. Lynch. Thank you, Mr. Chairman. 

I want to thank the ranking member as well. 

And, Director Cordray, I appreciate your willingness to come 
here and help the committee with its work. 

Just as — at the outside, I would just like to say that I think you 
present — well, the CFPB presents far less risk to American secu- 
rity than, say. Target or some of these credit card companies that 
actually have the specific data on individual consumers as opposed 
to the aggregated, anonymous data that is presented to the CFPB. 

Now, I think we all understand, because of the housing crisis, 
the need to have Qualified Mortgage regulations and standards. 
That much being said, where the line is drawn, I guess, is open to 
interpretation, and I guess it is a bit subjective. 

I do share some of the concerns with my colleagues across the 
aisle, especially with respect to community banks and making sure 
that the creditworthy population has that opportunity to get a 
mortgage. 

And there is the danger, I guess, if we use this bright line, 43 
percent, that there may be people in some of our neighborhoods, es- 
pecially communities of color, who might not meet that bright line 
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test but nevertheless, because of their individual circumstances, 
should get a mortgage. 

And I am just wondering, as my previous colleague just men- 
tioned, is there some ability going forward to look at the data to 
see if we are boxing out some meritorious segment of the popu- 
lation who should be getting mortgages but are getting shut out, 
either because of demographics or urban versus suburban versus 
rural? Is there some opportunity here going forward to sort of 
tweak this in a way that we make sure that folks aren’t left out? 

Mr. CORDRAY. Thank you. Congressman, and I agree with you, 
and there will be and is opportunity to consider further those provi- 
sions and the effect they are having. And I will just point back to 
when we finalized this rule a year ago, we did not have a provision 
for small creditors. We added that on. 

That was the first very significant tweak of the rule and it was 
meant to address exactly what you say. There are people who won’t 
qualify on some sort of boxed-up metric analysis, but community 
banks and credit unions will work with people in their community 
that they know and they have the personal relationship to under- 
stand their situation, and will make that loan. 

The whole point of the small creditor exemption was to give 
thousands of community banks and credit unions the flexibility to 
continue doing the same kind of traditional lending they have al- 
ways done, which works well, pays attention to the person’s ability 
to repay, and makes good judgments about it. They have that lati- 
tude under the rule. 

Now, whether we have drawn all the lines exactly in the right 
places or whether we could move them is something that we will 
continue to hear from people about and listen to people about. Over 
the course of the year, we will start to get a sense of how this is 
affecting the market, and if it is affecting the market in ways that 
you and I think were not what we are trying to accomplish, then 
we will be open to thinking further about it. 

We have said that many a time, and I am happy to say it again 
today. 

Mr. Lynch. Are we hearing anything from our smaller credit 
unions, smaller community banks right now in terms of — what is 
the feedback so far? 

Mr. CoRDRAY. I hear from them all the time. We heard from 
them before we adopted the rule last January and we heard from 
them after we adopted the rule. We solicited their input and com- 
ments on the small creditor provision and incorporated a lot of 
what they told us. 

They talk to us constantly. I have a Community Bank Advisory 
Council and a Credit Union Advisory Council I didn’t have to set 
up, but I did, because I wanted to have more feedback from them. 

I think we have our ear pretty close to the ground. I think a lot 
of what you hear we are also hearing. There is a fair amount of 
concern, some of which is justified and some of which is not. But 
as we go, if we need to make adjustments we are open to consid- 
ering that, as we have already shown that we have been willing to 
do. 

Mr. Lynch. Lastly, I know this is not necessarily in your wheel 
house, but I am hearing from my constituents. I represent a coastal 
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area. There is a lot of pressure on REALTORS® with respect to 
these new flood maps. Have you encountered any feedback in terms 
of what it is doing to the real estate market? 

I know it is — for folks on low income or fixed income, I know it 
has had a dramatic impact on them. I am just wondering if you are 
hearing anything on that end. 

Mr. CORDRAY. Contrary to those who think we are all-powerful, 
that is not in our wheel house. I don’t know much about it. We are 
probably hearing some things about it, but I don’t have a perspec- 
tive on it at the moment. 

Mr. Lynch. Thank you, Mr. Chairman. I yield back. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair recognizes the gentleman from Wisconsin, Mr. Duffy. 

Mr. Duffy. Thank you, Mr. Chairman. 

I would just lend my voice and concern to the QM rule, especially 
its impact on low- and moderate-income families and the impact of 
the rule. And when you have banks — financial institutions that are 
holding these loans in portfolio, we have concern how that is work- 
ing, especially across our districts. 

But I am not going to spend my time there. I do want to move 
to data and data collection. 

We are all aware that the Bureau is collecting and monitoring 
financial information on millions of Americans. That is clear. 

Earlier today, I forget who the exchange was with, but you indi- 
cated that you weren’t sure that the information that is collected 
from individuals or third-party contractors could be reverse-engi- 
neered, which concerns me because Mrs. Capito and I, on July 9th 
of last year, asked you if it is possible for the CFPB or any third- 
party vendor working on behalf of the CEPB to reverse-engineer 
raw data to identify individual consumers. That was the question. 

And part of the response was: “The Bureau purposely reduces 
the likelihood of data being re-identified by restricting access to 
data to those whose work requires it and providing privacy and se- 
curity training to Bureau personnel on how to handle and protect 
data appropriately.” 

So your response over half a year ago indicates, yes, you do get 
information that can be reverse-engineered and identify individ- 
uals, and today you are not as clear about that in the question and 
answer. My — 

Mr. CoRDRAY. Do you want me to respond and clarify that for 
you? 

Mr. Duffy. Let me ask you a question. 

Mr. CoRDRAY. Okay. 

Mr. Duffy. I think today you also said that you work on behalf 
of consumers. You would agree with that, right? 

Mr. CORDRAY. That is how I view my job, yes. 

Mr. Duffy. Would you object to getting permission from con- 
sumers, those people you work for, before you collect or monitor 
their information? 

Mr. CoRDRAY. So, a couple of things. First of all, as to whether 
there is any inconsistency in my testimony today with that letter, 
I don’t believe there is. I don’t want to have you mix apples and 
oranges, peaches and plums here. You have had a big focus with 
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us on the credit card data and we are very careful about avoiding 
any prospect of reverse-engineering on that. 

The question to me earlier had to do with mortgage data, where 
there is zip code information. And what I have said is I think we 
are always concerned and want to be very careful about the pros- 
pect of reverse-engineering. It is something that is going to con- 
tinue to evolve over time as more information is publicly available, 
that it can be matched against and so forth. So it is something we 
are going to be very mindful of and very careful about. 

As to your question of would we go to individual consumers and 
ask their permission before we seek, say, aggregate data about the 
credit card market, that is, I believe, intended to and certainly 
would have the purpose of completely making it impossible for the 
agency to have any kind of data to know what is going on in these 
markets. Because to ask many, many consumers for their permis- 
sion before we could aggregate data about them would mean that 
I wouldn’t know anything about the mortgage market when you 
want me to get the QM rule right, I wouldn’t know anything about 
the credit card market when you want me to report to Congress on 
that, and how would that — 

Mr. Duffy. I am going to reclaim my time. 

Mr. CoRDRAY. — and how — 

Mr. Duffy. — I reclaim my time. 

I don’t know if you have done any polling to see what the Amer- 
ican consumer thinks about you monitoring and collecting informa- 
tion. So I am concerned that you may not be aware of where the 
American population is. 

I would bet if you asked them, they would love to have the oppor- 
tunity to give you permission to access their information or deny 
you permission, or in the least, I don’t think you have an opt-out 
provision on your Web site. So if you say, “Listen, I am one who 
doesn’t want the group of people who claim to be working for me — 
I don’t want to give them my information,” you can’t even opt out, 
which would be very easy for consumers, and that concerns me. 

And there has been some comparison to the Bureau and the 
NSA, and I know that is a burr under your saddle and you don’t 
like it. The NSA does not ask Americans permission to collect their 
phone records and e-mails and texts. And the CFPB does not ask 
permission to collect information on the American financial con- 
sumer. 

I would love if you would differentiate yourself from the NSA and 
actually ask the people that you work for, for permission before you 
access information, or at least give America an opportunity to opt 
out. 

And I will ask you another question here. As you go to your Web 
site — I pulled it up and looked at the disclosure of what the infor- 
mation that you collect. It is horrible that you have this much data 
on the American consumer that can be reverse-engineered and they 
don’t have that information and that disclosure clearly and crisply 
delineated on the Web site is of concern. 

Mr. CoRDRAY. Wait, what are you talking about there? Are you 
talking about our consumer response function or what? 

Mr. Duffy. On the bottom of your Web site — consumer — when 
you talk about the data information on the Web site. If you want 
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a copy if you haven’t looked at it, I can provide it to you. Privacy 
policy and legal notices is what I am referring to. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Michigan, Mr. 
Peters, for 5 minutes. 

Mr. Peters. Thank you, Mr. Chairman. 

And thank you. Director Cordray, for appearing before the com- 
mittee today. Certainly, I appreciate all of your hard work in pro- 
tecting American consumers in relation to these financial products. 
I know it is a difficult task and you are doing a wonderful job. 

To me, however, college affordability is probably one of the top 
priorities we need to be focused on. And I believe that the CFPB 
has done an excellent job of shining the light on some of the dif- 
ficulties that so many of our students are facing now. 

A CFPB report from last summer cited stakeholder comments 
suggesting that it might be useful to allow for the rehabilitation of 
private student loans on which borrowers have defaulted. And as 
you know, there are currently more than 850,000 private student 
loans in default in the amount of about $8 billion. 

For many, student loans are a young person’s first experience 
with credit. And after graduation, many students struggle for 
months and sometimes even years to find their first good-paying 
job, especially as our economy continues to recover. 

This is why I have worked across the aisle, with my colleague 
Michael Grimm, to introduce the Federal Adjustment in Reporting 
Student Credit Act, which would allow seriously delinquent private 
student loan borrowers a one-time offer to remove a default from 
their credit report after making a series of on-time payments. 

This already exists for Federal student loans, which make up a 
significant majority of the student loan market. Our proposal basi- 
cally allows private student loan furnishers to offer a rehabilitation 
program similar to what is already available for the public student 
loan borrowers, but doesn’t require them to do so. The bill creates 
no new regulations and actually gives private lenders another tool 
to help borrowers get back on track once they get that first job and 
are able to make those payments. 

I appreciate having the Financial Institutions Subcommittee 
Chair, Shelley Capita, as a cosponsor of the legislation and that 
both she and Chairman Hensarling have agreed to work with me 
on putting together a hearing on this issue. 

And I appreciate that, Mr. Chairman. 

But, Director Cordray, I realize that it is difficult for you to talk 
about a specific piece of legislation, particularly one that is not in 
front of us right now, but maybe if you could just generally discuss 
how harmonizing the public and private loan rehabilitation policy 
would help recent graduates get back on track? 

Mr. Cordray. And thank you for saying that. Congressman, be- 
cause I do want to always be careful about just responding off the 
top of my head to legislative ideas when I haven’t seen the text. 
But in general, I think I have a positive reaction to what you have 
described. 

As we have found in the mortgage market, with mortgage 
servicers, the more tools that are available for them to give people 
opportunities to get back on track, first, they have the opportunity 
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to collect money where they otherwise were going to get none, and 
second, often people do need a second chance and circumstances 
change. Mayhe now they are employed, whereas at the time they 
defaulted, they were not employed. That is obviously going to he a 
big difference for people. 

And the fact that it is analogous to what is being done with Fed- 
eral student loans, actually we would like to see more of the prac- 
tices that exist on Federal student loans, such as income-based re- 
payment and other things, be taken up in the private sector on pri- 
vate student loans. 

So in general, we think that private student lenders could be 
doing more to provide options to their borrowers. We think they 
would benefit by doing so. They would probably collect more 
money. 

At the same time, there is a tremendous overhang in our econ- 
omy right now. I described it as a domino effect earlier about the 
student loan millstone around the neck of some of our biggest 
achievers in society who have managed to get a higher education 
and training and just happened to graduate into a tough job mar- 
ket or didn’t have the means and therefore have to come out of col- 
lege with tens of thousands of dollars in debt. 

We want those people to be able to succeed, and giving them 
some options to respond to their circumstances seems to me to be 
a good thing. 

Mr. Peters. I appreciate those comments. In fact, I have heard 
from a number of private lenders who believe that if this bill 
passes, they can start offering loan rehabilitation shortly after en- 
actment. This would be an incentive for folks to really step up and 
move forward and rehabilitate their credit and pay those loans 
down. 

Do you agree that this is a market-driven policy change that 
would help a significant number of borrowers, as far as you know, 
from at least hearing it on the surface of this item? 

Mr. CORDRAY. I would be happy to have our very strong office of 
students and our student ombudsmen work with your office — 
maybe they already are, for all I know — in terms of ironing out 
some of the details and seeing if something could be moved on this. 

It is a crying need in our society right now. The student loan 
problem is weighing down a generation of young people who should 
be our next generation of leaders. 

Mr. Peters. I appreciate your support of this legislation. We will 
look forward to working closely with you. And hopefully, we can get 
it passed with the help of Chairman Hensarling. 

Thank you, Mr. Chairman. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Ohio, Mr. Stivers, 
for 5 minutes. 

Mr. Stivers. Thank you, Mr. Chairman. 

And thank you. Director Cordray, for being here. I want to thank 
you for your service to our home State of Ohio, as well as your 
service to the Federal Government as the Director of the CFPB. 

I have three sort of big area questions around mostly organiza- 
tional culture. 
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The first question I have for you involves a bipartisan bill that 
Representative Tim Walz and I have introduced which would cre- 
ate a standalone Inspector General for the CFPB. I am curious if 
you would oppose that bill or not. 

Mr. CORDRAY. So this — 

Mr. Stivers. If you can be brief in these answers — 

Mr. CoRDRAY. Yes. Yes, I will. You know I have that problem, 
Congressman. He is my Congressman, so he knows that I am not 
always brief 

We have an Inspector General now. That Inspector General has 
a strong staff and is doing a very good job with us. We are subject 
to, I think, 10 open inquiries and supervision processes right now. 
I think they are doing an excellent job. 

Obviously, we will live by whatever Congress makes the law. 
And the law that we have right now has us with a strong Inspector 
General who is, I think, doing the kind of work that you want him 
and his staff to be doing. 

Mr. Stivers. And I can say, our bill is not an indictment on the 
Fed’s Inspector General. This is about an organization that now 
has 1,300 people, is growing in size and scope. And we just believe 
you deserve your own Inspector General. 

The sort of second area I want to go through is the role of your 
agency. Can you tell me, if I was to poll your 1,300 employees, 
would you say they would tell me that you are an enforcement 
agency or a supervisory agency primarily? 

Mr. CoRDRAY. I believe I know exactly what they would say — the 
same thing I would say: We are both. 

Mr. Stivers. The problem that I have with your culture and the 
way I believe it is going — you are both, but I believe you need to 
make the rules of the road clear first and then enforce those rules 
of the road. 

I want to share with you a conversation I had with a bank in 
my area recently where they told me their interactions with the 
CFPB. The CFPB identified a problem area, and the compliance of- 
ficer asked for guidance on how they could make it right, and the 
CFPB official said to them — and I will give you this quote: “You do 
what you think is right and we will tell you later if it was okay 
or not.” 

I have a problem with that. I believe you need to make it clear 
what the rules of the road are first, and then use your enforcement 
actions to focus on those and get that done. 

I also noticed in your written testimony that you said, “Through 
our enforcement and supervisory actions,” so you put enforcement 
first, too. And I just would ask you to think about that, when you 
are building an organizational climate and culture, about what 
comes first. 

I have a couple other questions. I want to follow up on a question 
that Representative Luetkemeyer had, and this is just a yes-or-no 
question. Will you put in writing the same thing the DOJ and the 
FDIC have done that makes it clear what your guidance is for 
small-dollar, short-term lenders? I would love it sooner rather than 
later, but I guess what I would like is a commitment that you will 
ultimately put something in writing that gives them guidance with 
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regard to whether they can do business with banks and processors 
and all that. 

Mr. CORDRAY. Again, I don’t have a yes-or-no answer. It is actu- 
ally a fairly complicated issue. How they should do business is not 
just a simple matter of a one-page sheet. 

I would be happy to look at the letters you are talking about. 

Mr. Stivers. That would be great. The DOJ and the FDIC have 
managed to do it, so I would hope you would try to do it. 

The next thing I — and this all goes to sort of organizational cul- 
ture. I hope you will solicit input from the folks you are charged 
with regulating. In fact, the CFPB’s Section 1011 actually says you 
are supposed to solicit and get input. I know you are supposed to 
get representation from these covered groups. 

And I would just ask you to take a look whether some — you can 
have somebody from somewhere in these short-term loan market- 
place — somebody who has knowledge in it on one of your existing 
groups that you have for input. So that is just me urging you. It 
is not really a question, but take a look at that again. You and I 
have had this conversation for — 

Mr. CoRDRAY. Yes. 

Mr. Stivers. — a year. 

Mr. Cordray. I think we are doing that. Congressman, and we 
will continue to. I have probably spoken to some of the same execu- 
tives you are speaking to. 

Mr. Stivers. Great. 

Mr. Cordray. In defense of my folks, if they said, “you do this, 
and then we will tell you afterwards,” that is not our attitude. 
Sometimes, things are more complicated. That is all. 

Mr. Stivers. I have one more question I want to follow up on 
really quick. 

Mr. Scott actually brought up a really good point about the Bu- 
reau, and this goes to my bigger point of supervisory versus en- 
forcement — and I would ask you to do what you can with regard 
to indirect auto lending to create a more formal rulemaking proc- 
ess, because what is happening is, as you do enforcement actions 
and not rulemaking, they don’t get input. And so, I would ask you 
to look at your overall organizational culture. 

I am going to submit a few other questions in writing. I apologize 
for going over my time. 

I yield back the balance of my nonexistent time. 

Mr. Cordray. Thank you. 

Chairman Hensarling. The gentleman’s nonexistent time has 
expired. 

The Chair now recognizes the gentleman from Illinois, Mr. Fos- 
ter. 

Mr. Foster. Thank you. 

And thank you. Director Cordray, for your service. 

I would like to return to this issue of the National Mortgage 
Database and databases more generally. I believe this will be, over 
time, a tremendously valuable feature of our government. During 
the collapse of the housing bubble, homeowners in America lost 
roughly $9 trillion, which is $30,000 for every man, woman, and 
child in the United States. 



56 


And one of the things that drove the housing bubble was simply 
that regulators did not have the information to know what was 
going on. Basic information like consolidated loan to value, includ- 
ing second liens and stuff, was not available to the Federal Reserve 
and others who, at the time, had the authority to control mortgage 
origination in this country. 

I would also like to point out that the PATH Act that passed out 
of this committee, with the unanimous support of the Republicans 
on the committee, in fact, had provisions to adjust the underwriting 
requirements for mortgages on a county-by-county basis in re- 
sponse to market conditions. That would have required exactly the 
sort of a database that you are talking about developing for the Na- 
tional Mortgage database. 

But there are questions about statistical sampling, I think, that 
were raised by Congressman Garrett, and I think that they are ac- 
tually valuable. This business with personally identifiable data is 
a problem in the commercial world, and it is a problem in the — 
and it is a problem for any federally-held data set. 

I think it was an interesting question of why you have chosen 60 
percent sampling, roughly, for credit cards and the National Mort- 
gage Database is a 5 percent sample, if I understand correctly. 

But I also understand that you have — a lot of the abuses you are 
trying to identify are micro-targeted with the same sort of micro- 
targeting that you are seeing for legitimate marketing. You can 
easily imagine — and I am sure it has happened — that you find 
abuses practices targeting, for example, unmarried Asian women in 
manufactured housing. 

So you are trying to track down abuses in small statistical cor- 
ners. You will have to slice and dice the data tremendously and you 
get into statistical problems when you look for these. 

And so how do you view that problem, and how do you intend 
to handle it managing these data sets? 

Mr. CORDRAY. First of all, it is a very fair concern, and the small- 
er the category gets, the less confidence you can have in trying to 
extrapolate patterns from it. So I think that is just a general chal- 
lenge in the work that we are doing and, frankly, for the industry 
and everybody concerned about what is happening in these mar- 
kets. 

I don’t have much to say. You aptly, and I think very eloquently, 
described the importance of having the information, that people 
missed what was happening in the mortgage market and caused all 
the harm that resulted from the financial crisis, is — continues to be 
a scar on this entire generation, and we are still trying to build 
back both household wealth, and people trying to get their jobs 
back, and so forth. 

If we can avoid that, by having information and knowing what 
is happening in real time, I think it is clear what the choice should 
be. We should make sure that we know what is going on, so we 
can try to respond to it and prevent it where we can. 

Mr. Foster. I also think that you are correct in making the dis- 
tinction between you and the NSA. The NSA is interested in tar- 
geting individual terrorists. You are looking for patterns of abusive 
behavior in the market, and I think that is a fundamental dif- 
ference. 



57 


Mr. CORDRAY. Again, said better than I said, so thank you. 

Mr. Foster. Listen, I want to change gears a little bit. Having 
to do with — many immigrant communities — this is a question of 
notarios and fraudulent advice being provided, specifically tar- 
geting immigrant communities. 

Many immigrant communities across the country fall victim to 
what are sometimes called notarios. As you know, in many Latin 
American countries a notario or a notario publico refers to State- 
appointed lawyers whose qualifications are equal or may even ex- 
ceed those of an attorney. But in the United States, a notary pub- 
lic, obviously, has only the authority to witness certain documents. 

But the linguistic discrepancy is being abused by a number of 
fraudulent or simply incompetent advisers. Much of this is on im- 
migration issues, but a significant fraction overlaps financial serv- 
ices. And I was wondering what you are doing — what is on your 
radar screen in this area? 

Mr. CoRDRAY. Yes, I actually appreciate your asking about that. 

I first ran into notario fraud when I was the county treasurer in 
Franklin County, which would have been about 2003, 2004. And we 
were working with our Latino community on foreclosure issues and 
starting to translate some of our stuff into Spanish, which seemed 
like not a normal thing in Central Ohio at that time. But it has 
become very much a part of dealing with these markets. 

The notario fraud is just as you described it. Many people — espe- 
cially when it comes to things like land contracts, which is often 
common as a means of securing housing — have fallen victim to it. 

We continue to work with people like State attorneys general and 
the Federal Trade Commission, who often have more to say about 
advertising types of fraud that aren’t linked specifically, some- 
times, to mortgages and other products that we oversee. 

We have some information that we have been developing on our 
Web site for consumers to be careful about this. 

It is, I think, a broadly enough known scam now that there is 
a lot of effort in the Latino community to make people aware of it, 
but it is a problem of language and it is one that people have ex- 
ploited wrongly and hurt poor people as a result. 

Mr. Foster. Thank you. My time has expired. 

I yield back. 

Chairman Hensarling. The Chair now recognizes the gentleman 
from Tennessee, Mr. Fincher. 

Mr. Fincher. Thank you. Thank you, Mr. Chairman . 

And, Director Cordray, I appreciate you taking time for us again 
today. It has been almost 3 hours now. 

I learned a few minutes ago that you are a five-time “Jeopardy” 
champion. Is that — 

Mr. Cordray. That was a long time ago, sir. 

Mr. Fincher. Wow. Well. Phrase your answers in the form of a 
question. 

[laughter] 

Mr. Fincher. On a lighter note. I’m sorry. 

So, Director Cordray, we talked a lot today about manufactured 
housing — and I am from Tennessee, a rural State — and how impor- 
tant it is that we try to fix this problem. 
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I appreciate the chairman allowing us to put this fix in the 
PATH Act. And so many of us were elected for solutions to prob- 
lems, and that is what we have been working with the industry 
and with the CFPB to try to solve this problem. 

You would agree that the CFPB is a data-driven agency, correct? 

Mr. CoRDRAY. That is what we strive to be, yes. 

Mr. Fincher. So I guess our concern is we, along with the indus- 
try, have been actively engaged in providing you with many, many 
pages of data, trying to fix this issue so that an estimated 6 million 
people don’t — are not able to access credit to buy manufactured 
housing. 

I guess our problem is as we have been giving you the data, and 
you have responded to us from requests back in September, and 
this is the response from the CFPB: “The Bureau has met with the 
representatives from the manufactured housing industry and has 
requested additional data from a set of manufactured housing lend- 
ers to gain more complete understanding of this market and the 
potential effects of this and other rules on the market for manufac- 
turing home loans.” 

What my question to you is — and we are willing, my staff, indus- 
try folks, me, to come down to the CFPB, to sit down, as the rank- 
ing member said a few minutes ago, whatever we can do to try to 
fix this issue — ^but why would you go on and let the rules go into 
effect not having all of the documentation or the data that you 
need to have complete clarification of this issue? Why could you not 
just delay the rule until we figured out or you figured out or the 
agency figured out exactly what to do? 

Mr. CoRDRAY. Thank you. Congressman. And I believe it was 
your comments that kicked off this entire subject today, which has 
gained a lot of attention in this hearing. 

In terms of delaying the rules, there is a lot of pressure on us 
to delay various aspects of the rules and we could keep delaying, 
delaying, delaying, and go on forever. All that does is preserve a 
lot of uncertainty in the marketplace, and we thought it was very 
important to go forward with the rules on January 10th. 

But let me say this: You raised this issue in your opening re- 
marks. It was seconded by — and I have made some stars here — 
Representative Pearce, Representative Waters, Representative 
Bachus, Representative Meeks, and Representative Clay. A number 
of you want to work with us on this issue. We will reach out to 
work with you on it. 

As I said, we have had a number of meetings with top represent- 
atives from the industry to try to understand how this affects parts 
of the country that don’t always have an easy voice — 

Mr. Fincher. Right. 

Mr. CoRDRAY. — in the halls of Washington. 

So we will work with you over the next several months to try to 
understand what we are seeing, what we are finding, again, what 
the concerns are, many of which I think we have heard and begun 
to think about, and see what may need to be done. 

Mr. Fincher. Thank you. And again, we want everyone to under- 
stand that we are willing to come down, we are willing to sit down 
and do everything we can to resolve it. 
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And just wrapping up, when I go back home to my district al- 
most every weekend and sit down with constituents who don’t un- 
derstand the process and don’t understand what the CFPB is and 
all of these different things, and I try to explain to them why they 
are being harmed and the unintended consequences, I think that 
is what is critical. 

I don’t think your intention or the intention of the agency is to 
knock folks out of buying manufactured housing, but what hap- 
pens, and whether it is Republican, Democrat, any government 
that is as big as the government that we are — we have turned into, 
there is a problem. The right hand doesn’t know what the left hand 
is doing. So that is why we are trying to keep this small, and hope- 
fully work out these problems going forward. 

So, I appreciate that. We will be in touch. And — 

Mr. CoRDRAY. I worry about what you described as well. Yes. 

Mr. Fincher. Okay. Thanks. 

Chairman Hensarling. The gentleman yields back his time. 

The Chair now recognizes the gentlelady from Alabama, Ms. Se- 
well, for 5 minutes. 

Ms. Sewell. Thank you, Mr. Chairman. 

And thank you so much. Director Cordray. I know that it has 
been a long day for you. But I also wanted to echo the sentiment — 

Mr. Cordray. A lot of people work a lot more than 3 hours. 
Thanks, though. 

[laughter] 

Ms. Sewell. I wanted to echo the sentiment of that litany of 
folks who are concerned about manufactured housing. I represent 
the State of Alabama, and in my State, just like Representative 
Fincher’s, sometimes manufactured housing is the only available 
option. And I appreciate that the Bureau is going to work with us. 
And you can add my office as one of the — 

Mr. Cordray. I will put a star next to your name, as well. 

Ms. Sewell. Thank you so much, sir. 

Can you also talk to us a little bit about the steps that the Bu- 
reau is going to take to make sure that the voices of industries are 
heard as well as being an advocate for consumers, especially on 
this issue that seems to have taken up the topic of the day? 

Mr. Cordray. Okay. 

Ms. Sewell. Can you sort of talk to us a little bit about any of 
the steps — I know you said meeting with industry members and 
with Members of Congress — 

Mr. Cordray. First of all, we have had several insightful and 
productive meetings with representatives of the manufactured 
housing community. 

I think number one was for them to lay out the narrative of who 
this is, how it affects them. Let’s face it, when you talk about the 
mortgage market, people typically think about a house. They don’t 
naturally, in many parts of the country, think about a motor home 
or a manufactured home. There are lots of places in the country 
where that is what they would immediately think about. And as I 
said, I am familiar with those areas from my own background and 
my own life. 

The fact that there are some special issues around many of the 
manufactured home loans, like a distinction between the dwelling 



60 


and the underlying property which may or may not he related to 
it, creates complexities, which is not, again, the normal real estate 
transaction, where you buy a home and the land it sits on. 

And the fact that many of these loans come at higher cost — many 
of them are for lower amounts, but at higher cost — for years has 
triggered the HOEPA rules. And that is something that the indus- 
try had been adjusting to, and I think it goes back at least 4 or 
5 years, maybe longer, and now these rules to deal with them as 
well. 

So, we will sit down. We will talk more back and forth. We will 
try to understand, as this is unfolding, exactly what the impact is 
on people, get a sense of whether that is what is intended and to 
what extent that is affecting consumers. That is going to be our 
major concern. 

But we do understand, and one of the things that we have come 
to appreciate is that there are a lot of ways in which the lending 
industry serves consumers. If consumers don’t have credit avail- 
able, if they don’t have opportunities, then you don’t have anything 
to protect anyway. So, writing great protections is kind of beside 
the point. 

That is why when it comes to the mortgage rules, I think fair- 
minded people will say that we worked hard to try to balance ac- 
cess to credit and consumer protections and try to provide both as 
much as we can. 

Sometimes, there is a tradeoff. In many cases, there is not nec- 
essarily a tradeoff between them. 

We may not always have gotten those lines right. We may need 
to redraw some of them as we go. We are open-minded to recog- 
nizing that. We don’t think that we know it all or that one-size- 
fits-all. 

And, as I have said, over the last year we have shown ourselves 
open to making practical changes that help these rules actually 
work. We continue to do that and we will continue to think about 
how this affects consumers, which is really our pole star on all 
issues. 

Ms. Sewell. Yes. I just wanted to make sure that we say thank 
you for being open-minded. I think that in jurisdictions like mine, 
where we are mostly rural, sometimes manufactured housing is the 
only option. 

Mr. CoRDRAY. Yes. 

Ms. Sewell. And we want to make sure that we are protecting 
the consumer, and we are also providing access to credit or helping 
that process so that folks have the best shot of getting a home that 
they possibly can. 

So, I thank you for your willingness. Do add my office as one of 
the offices willing to help out. 

Thank you, sir. 

And I yield back the rest of my time. 

Mr. CORDRAY. Thank you. Congresswoman. 

Chairman Hensarling. The gentlelady yields back. 

The Chair now recognizes the gentleman from Kentucky, Mr. 
Barr, for 5 minutes. 

Mr. Barr. Thank you, Mr. Chairman. 



61 


Mr. Cordray, first a couple of questions about the indirect auto 
lending bulletin, and then I want to ask you a couple of questions 
about the Qualified Mortgage rule. 

On the indirect auto lending bulletin, will failure to conform to 
that bulletin bring adverse consequences to noncompliant auto 
dealers? 

Mr. Cordray. So again, the bulletin on indirect auto lending gov- 
erns lenders. It does not govern dealers. 

And again, this is the landscape that we have been given and we 
are trying to be very mindful of it. 

Mr. Barr. Can auto dealers disregard the bulletin? 

Mr. Cordray. The bulletin covers and is addressed to auto lend- 
ers. It is not addressed to auto dealers, over whom we do not have 
jurisdiction. 

Now, when you have a transaction in today’s market, the way it 
often works is you will have a lender and a dealer engaged in that 
transaction. But the Congress drew a line here and they said deal- 
ers are subject to the jurisdiction of others; lenders are subject to 
our jurisdiction, so — 

Mr. Barr. Right. This does impact — 

Mr. Cordray. So lenders have to worry about it and comply 
with — 

Mr. Barr. Sure. But it impacts the dealers’ markup practices, ob- 
viously. 

Mr. Cordray. It could, depending on exactly what actions are 
taken in response, yes. 

Mr. Barr. Is it the intent of the Bureau to make this legally 
binding on the auto lenders and, by extension, the auto dealers? 

Mr. Cordray. Again, we have a responsibility under our statute 
to govern fair lending practices by auto lenders. We have no ability 
to govern fair lending practices of auto dealers. 

Mr. Barr. I understand. 

Mr. Cordray. No ability. 

Mr. Barr. That is really not where I am going. Is it the intention 
of the Bureau to make this legally binding on auto lenders? 

Mr. Cordray. Auto lenders are already bound to comply with the 
law. This is a clarification of what the law is. We didn’t create that; 
we didn’t change it. It is what it has been. 

Mr. Barr. The point of my question, and I think you understand 
what I am getting at, is why are you not using notice-and-comment 
rulemaking here? If the intent is to make this legally binding, why 
don’t you give auto lenders and auto dealers the opportunity — and 
the American people the ability to comment on what it is that you 
are doing? 

Mr. Cordray. We use notice-and-comment rulemaking when we 
are actually changing the law. This is not a change in the law. It 
is a restatement of law that other agencies have followed for 20 
years. They had a guidance document in 1994 or 1995 that we were 
simply restating, so — 

Mr. Barr. So can auto lenders disregard it since it is not a re- 
statement or a new law? 

Mr. Cordray. No. They always had to regard it. They had to re- 
gard it for 20 years. We are simply, again, reaffirming that they 
still have to regard it. 



62 


Mr. Barr. Let me talk about the details of the bulletin, and 
whether or not — and the question that really wasn’t answered in 
your response to the letter that we sent you, about the analytical 
controls that you believe are appropriate in implementing this. 

We asked what were the controls that you were going to use in 
applying the rule. Is the Bureau going to be using, for example, 
nondiscriminatory factors — taking into account nondiscriminatory 
factors, such as the creditworthiness of borrowers? 

Mr. CORDRAY. Creditworthiness of borrowers is always relevant 
to these considerations and very, very valid criteria. 

Mr. Barr. And the amount financed? 

Mr. CoRDRAY. The amount financed would matter because the 
extent of harm to consumers is going to be potentially greater with 
the greater amount financed. 

Mr. Barr. And the length of time of the loan? 

Mr. CoRDRAY. That is a relevant factor, sure. 

Mr. Barr. And what about the presence of a manufacturer’s sub- 
vention of a right? 

Mr. CoRDRAY. I believe that could be relevant criteria. What you 
are laying out is that it is a somewhat nuanced analysis and not 
so easy to say one-size-fits-all. It depends a lot on circumstances. 

Mr. Barr. If I may, with the remaining time, let me just move 
quickly to the Qualified Mortgage rule. As you know, the rule pro- 
vides greater flexibility for lenders in rural and underserved areas, 
particularly to originate balloon loans, for example. 

But we have heard from our constituents that there is a problem 
in certain rural areas which have been improperly designated as 
non-rural. My question to you would be whether or not the Bureau 
would be open to allowing a process whereby clearly wrongly des- 
ignated rural areas could petition your agency for a proper designa- 
tion of rural status. 

Mr. CoRDRAY. So here is what we did: I was convinced that we 
got the rural designation wrong or that it merited reconsideration, 
so we took that off the table. None of these lenders have to worry 
about that for the next 2 years while we rethink it. 

So I think we have done exactly what they wanted, which is no- 
body is being affected by that designation now. We will rethink it, 
and potentially it will end up being a different designation when 
we are through working through this. And we are interested in 
hearing from them in the meantime. 

I heard a lot from them initially, and that is what caused us to 
pull back on it. 

Mr. Barr. Whether it is in the case of an auto lending bulletin 
or in the case of the QM rule, I would encourage the Bureau to 
allow more participation, whether it is notice-and-comment or 
whether it is a petition process where the American people can ac- 
tually correct — 

Mr. CORDRAY. If you know of anybody who is having trouble get- 
ting a meeting with us, you let me know. We are pretty widely ac- 
cessible. 

Mr. Barr. Thank you. 

Thank you. I yield — 

Chairman Hensarling. The time of the gentleman has expired. 
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The Chair now recognizes the gentleman from Florida, Mr. Mur- 
phy, for 5 minutes. 

Mr. Murphy. Thank you, Mr. Chairman. 

And thank you. Director Cordray, for your testimony. And thank 
you for what you and the Bureau do to protect consumers. 

Regarding Habitat for Humanity, as you know, it is a charitable 
organization, which represents part of what makes America great: 
neighbors all coming together with a simple idea that affordable 
homeownership strengthens communities and helps break the cycle 
of poverty. 

Habitat homeowners enjoy no-interest, charity mortgages, de- 
signed not to make a profit on the underlying loan, or affect the 
risk of the homeowner, but simply to build communities and pro- 
mote affordable homeownership. 

I have been working closely with my good friend and fellow 
United Solutions Caucus Member Meadows, from North Carolina, 
and the gentlelady from West Virginia, Chairwoman Capita, on leg- 
islation to improve Wall Street reform by protecting Habitat for 
Humanity and other such charity organizations from a regulatory 
risk, which should be reserved for banks and credit unions. 

The process has benefited from the Bureau’s responsiveness and 
ongoing willingness to address legitimate concerns. One of those 
concerns is whether forgivable loans actually count as an extension 
of credit. If a borrower will not be expected to repay a loan, as in 
the case for many downpayment assistance loans, that borrower 
should not have that loan count against them for the purposes of 
determining ability to repay. 

Can you explain to the committee the Bureau’s position on 
whether forgivable loans are considered an extension of credit for 
the purposes of determining ability to repay debt-to-income ratio? 

Mr. Cordray. Yes. And to go back, when we first finalized the 
Qualified Mortgage rule in January of last year there was not yet 
any provision that took account of 501(c)(3)’s like Habitat. They 
spoke to us. They had several concerns. 

We went back and did an additional rulemaking process, which 
resulted in the small-creditor provision, which was very important 
to community banks and credit unions, and a provision that gov- 
erned Habitat. The Bureau took care of their concerns, or so I 
thought. 

By the end of this year, as they worked through other problems, 
they found that they have identified three other concerns. This is 
the leading one, as I understand it. I had a discussion with the 
CEO, Jonathan Reckford, yesterday, and we talked back and forth. 
He had his lawyers in the room explaining the details of the issues 
and we pledged to work to see that we can resolve these issues 
through our rulemaking authority. 

Representative Capita, with whom you are working, knows full 
well that we can resolve these issues because we had this problem 
with stay-at-home moms under the credit card rules that we inher- 
ited, that she raised. I agreed that it was a very valid concern and 
we addressed that through rulemaking, it always takes a little 
longer than we would like, but I think we can do the same here. 
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Mr. Murphy. Thank you for your responsiveness to these con- 
sumer concerns. When should we expect a formal, workable posi- 
tion from you all? 

Mr. CoRDRAY. We are already working with Habitat to under- 
stand the granular details of their concerns, including this one. As 
you say, the big-picture issue on this one is very much: do second 
liens have to count in the very peculiar circumstances of Habitat, 
where they put a second lien on often as a safeguard to avoid the 
homeowner getting themselves into trouble on a second lien of their 
own. 

We are working with them already. I think over the course of 
this year, we will solve this problem, and if that is not fast enough, 
we can work with them further to try to organize the timeframe. 

But I know in my area, it is a former colleague of mine from the 
State legislature who runs the Habitat in our area. They do a very 
good job. It is something we want to encourage and they help a lot 
of people. So, we are mindful of protecting their model. 

Mr. Murphy. Thank you. And as you examine how to best pro- 
tect consumers in the short-term, small-dollar credit sphere, I 
would be remiss to avoid sharing the benefit of good regulation and 
great enforcement that we have in Florida, where they are pulled 
away from unlawful and short-term loans by real access to a func- 
tional market without castigating or endorsing the industry. 

The State of Florida has really demonstrated a workable way to 
protect access and consumers. I hope, as we move forward, that you 
recognize the States that are doing it right. 

And my question is how, in an extremely well-regulated market, 
do you protect consumers by keeping them from the black market? 

Mr. CoRDRAY. We are looking at a number of States that have 
developed different provisions on short-term, small-dollar payday 
lending. Florida is one; Colorado is one; Washington is one. There 
are some interesting new approaches. 

I have been in direct contact with Drew Breakspear, who is your 
banking commissioner, and they actually, in the interest of the im- 
portance of data and information, when we did our White Paper on 
payday lending, they then applied the same analysis to their Flor- 
ida data and were able to show us differences in consequences be- 
cause of their provisions. 

Those are all things we are looking at as we are trying to formu- 
late the right approach. 

Mr. Murphy. You are considering it. 

Mr. CoRDRAY. Yes. 

Mr. Murphy. Thank you. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Florida, Mr. 
Posey, for 5 minutes. 

Mr. Posey. Thank you, Mr. Chairman. 

Mr. Cordray, I wanted to ask you a few questions about the time 
periods the CFPB provides for certain requests. 

This is a set of regulations containing the rule relating to inves- 
tigations — that is 12 CFR 1080. When the CFPB initiates a case, 
it serves a civil investigative demand requesting certain informa- 
tion, including answers to questions, documents, written reports, 
and testimony before an investigator. 
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Once they receive a civil investigative demand, do you know how 
many days that person has before they have to meet with a CFPB 
investigator? 

Mr. CORDRAY. So first of all, what I know is this is standard — 

Mr. Posey. A one-or two-word answer, please. I only have 5 min- 
utes. You don’t know. 

Mr. CORDRAY. No, no. It is more than that. Number one, it is a 
standard practice. All attorneys general use the same approach — 

Mr. Posey. It is 10 days. It is my time. Ten days is what they 
have. 

Mr. CoRDRAY. Secondly — 

Chairman Hensarling. Sir, the time belongs to the gentleman 
from Florida. 

Mr. CoRDRAY. He asked a question. Don’t I get a chance to an- 
swer? 

Chairman Hensarling. The time belongs to the gentleman from 
Florida. 

Mr. Posey. I asked you how many days. It doesn’t take a book 
to answer that. 

Mr. CoRDRAY. We negotiate. 

Mr. Posey. If a person wants to challenge the civil investigative 
demand or modify the scope of the investigation, do you know how 
many days they have to file an appeal with the CFPB? 

Mr. CoRDRAY. There is a specified time in — 

Mr. Posey. Twenty days is the answer. It could really be an- 
swered that simply. 

If a person wants more time to prepare a challenge to the CFPB 
investigative demand, do you know what the CFPB regulations say 
about the extension? 

Mr. CoRDRAY. What I know is our practice has been to negotiate 
that timing with the party and to give them a reasonable amount 
of time. We have done it many times. 

Mr. Posey. Your literature says they are “disfavored.” 

Do you know what the penalty is for failure to comply entirely 
or only in part with civil investigative demand? 

Mr. CoRDRAY. What I know is we had an example of this re- 
cently. We investigated a payday lender. It resulted in our first en- 
forcement action. They were actually destroying documents as they 
were under investigation. 

Mr. Posey. Okay. The answer to my question is — 

Mr. CoRDRAY. That was totally inappropriate. It resulted in a $5 
million penalty. 

Mr. Posey. — the Federal district court. 

This is a set of regulations that governs the investigation of non- 
bank-covered persons. It is 12 CFR 1091. When the CFPB issues 
a notice of reasonable cause against a person who offers consumer 
financial products, how much time do they have to respond? 

Mr. CORDRAY. — in our rules. 

Mr. Posey. Thirty days. If that person fails to respond to the no- 
tice of reasonable cause, do you know what happens to them then? 

Mr. CoRDRAY. What I know is these are law enforcement activi- 
ties. People need to take them seriously. 

Mr. Posey. — right to respond and have a decision in order auto- 
matically entered against them. 
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Mr. CoRDRAY. These are law enforcement activities and people 
need to comply with the law. 

Mr. Posey. Do you know what happens to a person if they give 
vague or incomplete answers in their responses to a notice of rea- 
sonable cause? 

Mr. CORDRAY. That is something that we negotiate in terms of — 

Mr. Posey. They lose the right to rely upon any legal argument, 
document, or other information that they could have used in their 
defense if they fail to include it in their response. 

This is a letter from me to you, dated December 21, 2012, con- 
taining 19 questions about the CFPB consumer data collection pro- 
gram. 

This is a CFPB response dated February 21st. This is a letter re- 
sponding to my questions. As you can see, it is three paragraphs 
long. Nineteen questions I asked — the answer is three paragraphs 
long. Paragraph three is a two-sentence conclusion, actually. 

How many days do you think it took the CFPB to respond to me? 

Mr. CoRDRAY. So let me say, at the time that you submitted — 

Mr. Posey. Sixty-two days — 

Mr. CORDRAY. At the time that you submitted 19 questions, oth- 
ers submitted questions. There were well over 150 questions that 
we had to respond to — 

Mr. Posey. Listen, the people that you regulate can have a lot 
of people asking them questions at the same time. 

Mr. CoRDRAY. And nobody got favorable treatment. They all were 
responded to together. 

Mr. Posey. Do you think a three-paragraph, one-page letter pro- 
vided complete and satisfactory answers to my 19 questions? 

Mr. CoRDRAY. I would like to see the letter, but many of them 
were incorporating by reference. Other questions — 

Mr. Posey. The answer is clearly no. 

Mr. CoRDRAY. Other questions were being answered at the same 
time. 

Mr. Posey. This, for the record, as marked, is the 19 questions 
I resubmitted in December 2012. Would you like to guess when I 
got the answers to those questions? 

Mr. CoRDRAY. Again, I recall at one period — 

Mr. Posey. These were July 9, 2012, questions for the record, 
and the responses arrived on September 17, 2013. 

Do you know how many days it took to respond to my question 
from July? That is 70 days. 

Do you know how many days it took for me to finally get a re- 
sponse to the questions I originally sent you in December? That is 
270 days. 

It is a bad case of, I think, democracy here — 

Chairman Hensarling. The time of the gentleman has expired. 

Mr. CoRDRAY. What I understand is we have answered all your 
questions. If it takes longer than you like, we will look at that 
again. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentlelady from Ohio, Mrs. Beatty, 
for 5 minutes. 

Mrs. Beatty. Thank you. Thank you. Chairman Hensarling and 
Ranking Member Waters. 
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And I apologize for my voice — I am losing it. But you can also 
imagine when you are at the end of a 3-hour-plus hearing, much 
has been said. 

But, Director Cordray, let me say how honored I am to have en- 
tered into the record that I can say something that people here 
can’t say — that I have had the opportunity to work with you for 
several decades and witnessed your leadership and administration. 
So, for the record, I could tell you that condescending is not a word 
that you would find with this Director. 

Let me also say — we have heard a lot about protecting con- 
sumers — how proud I am that in the capital city of my great State 
of Ohio, that you and our mayor. Mayor Coleman, have set up a 
311 constituency line, which I think is very rare — that you would 
have a Director and a mayor working together, that individuals in 
my district can actually dial 311 and be connected directly to the 
Bureau to talk about their concerns. 

I would also like to thank you for your attention to ending the 
broken system. And I was very pleased to read about how you are 
working with consumers to make sure that when they are getting 
a mortgage, they are not hit with surprises. 

You have also heard from a lot of my colleagues on manufac- 
turing. I have had the opportunity to work with our colleague — a 
Republican colleague who we both serve within the House with 
Habitat for Humanity. 

So it is also important for me to express my support for efforts 
by the Bureau to address the manufacturing housing issues with- 
out diluting important consumer financial protection. 

And lastly, we have heard a lot about the automotive association. 
I have read your reports. The National Automotive Dealers Asso- 
ciation yesterday came out with a report and suggests that its 
members set up a single markup rate for all loans and only re- 
duced the rate for documented reasons such as a match or to beat 
a competitive rate. 

I wanted to know if you have seen that report, and if you think 
that it is something you will work with them on. 

Mr. Cordray. We have just seen it, and to me, it is encouraging 
that people are taking seriously and trying to explore ways to ad- 
dress these kind of fair lending concerns, and that the Auto Deal- 
ers Association, which I have come to know as a very respectable 
body that is interested in solving these kinds of problems, is trying 
to develop a solution for dealers as notable. 

The difficulty we have, again, is one that we oversee lenders; oth- 
ers oversee dealers. We do not oversee dealers. 

But we are happy to — if everybody understands that we are re- 
specting that line — we are happy to try to work together to get to 
a broader solution of this issue and I think we have made that 
plain. 

Mrs. Beatty. Okay, thank you. 

Mr. Chairman, I would like to yield the balance of my time to 
the Director if there are any comments about anything he would 
like to say, or to respond to any of the other questions. 

Mr. Cordray. I appreciate that offer. I will pass at this time. 
Thank you. Thank you very much. Congresswoman. 

Mrs. Beatty. I yield back my time. 



68 


Chairman Hensarling. The Chair now recognizes the gentleman 
from North Carolina, Mr. Pittenger, for 5 minutes. 

Mr. Pittenger. Thank you, Mr. Chairman. 

And thank you. Director Cordray, for being here. We are near 
the end of this hearing, so it is time for Double Jeopardy. 

Mr. Cordray. Or Final Jeopardy. 

[laughter] 

Mr. Pittenger. Or final — how about that? That is even better, 
isn’t it? 

Mr. Director, the Dodd-Frank Act established the Civil Penalty 
Fund and the purpose of this was, of course, for penalties that were 
levied to establish this fund. And unlike the Federal Reserve or the 
OCC or the FDIC, you are in a position to deposit these funds in 
your own account. 

And to that end, I would like to ask this: Based on the committee 
calculations that we have today, the unobligated balance of this 
fund currently stands at about $96 million, and roughly $124 mil- 
lion of that you have imposed in fines, which would be allocated 
about $15 million — so, that is about 11.7 percent. Of that, about 
$1.5 million has been spent on administrative costs. 

I would just like to ask, why are you not using more of these 
funds to compensate victims, as it was designed to be set up? And 
can you not identify these people? 

Mr. Cordray. Thank you. Congressman, for asking about that. 
It is a provision in our statute that we are trying to be very careful 
about and puzzled through. 

What you are referring to, I think, at the moment is simply a 
timing issue. In order to set up this fund and make sure that it 
is subject to appropriate oversight by our Inspector General and by 
the GAO, all of whom audit us, and that you would all have con- 
fidence in it, we actually put out, as suggested on many occasions 
for notice and comment, a rule on how we would administer the 
fund. 

That took some time setting it up. We now have made the first 
allocations. We are able to compensate some victims in matters 
where they did not get full compensation from the perpetrator, 
often because funds were not available or on their way out of busi- 
ness from scams and frauds. 

Second, we have allocated some money for the first financial edu- 
cation program, which is financial coaching for servicemembers as 
they transition into civilian life. That is something we will be work- 
ing on with people on military bases across the country. 

I think that it is going to be an important initiative, and it is 
very much within the letter and spirit of this law. 

Mr. Pittenger. All right. I just want to clarify, because I would 
like to move on — 

Mr. Cordray. Yes. 

Mr. Pittenger. — that the purpose of the fund — designed that 
you have sole autonomy in — is to benefit these individuals and to 
have educational programs. So, we would just encourage you to use 
it for that. 

Let me go ahead and ask you — 

Mr. Cordray. Subject to oversight by you, the Inspector General, 
GAO, and others. 
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Mr. PiTTENGER. Yes, right. Next question. 

Mr. CORDRAY. Right. 

Mr. PiTTENGER. On September 12 , 2013, the Bureau announced 
the creation of four advisory groups: the Consumer Advisory Group; 
the Community Bank Advisory Council; the Credit Union Advisory 
Council; and the Academic Research Council 
Director Cordray, I would like you to discuss with us these advi- 
sory boards and the councils. And why are the boards’ advisory 
group meetings held behind closed doors? 

I understand that portions of the Consumer Advisory Board 
meetings are public — 

Mr. Cordray. Right. 

Mr. PiTTENGER. — ^but most all other portions are private and all 
other advisory groups meet in secret. Why deny the public the 
right to observe these meetings? 

Mr. Cordray. First of all, the only advisory council we are re- 
quired to have by law is the Consumer Advisory Board that is set 
up by- 

Mr. PiTTENGER. I am asking really more, as not by law but as 
a matter of policy. 

Mr. Cordray. No, I am trying to get there. 

Mr. PiTTENGER. Okay. 

Mr. Cordray. That one is by statute. And as you say, we always 
make it a point with every meeting to have an open portion and 
then there is a closed portion where we can get their unvarnished 
advice and we can speak candidly about matters that the Bureau 
is working on, including enforcement actions and the like. 

Second, in terms of the other councils, I created a Community 
Bank Advisory Council and a Credit Union Advisory Council be- 
cause we wanted to hear more from them. We don’t oversee them 
in the normal course of things — all of those under 10 billion, which 
is thousands of them. 

We are not covered by the Federal Advisory Committee Act — 

Mr. PiTTENGER. I understand. 

Mr. Cordray. — which exempts the Federal Reserve — 

Mr. PiTTENGER. Director, let me just insert — we only have a few 
minutes — 

Mr. Cordray. Yes. 

Mr. PiTTENGER. — a few seconds left. 

In the spirit of transparency, will you commit yourself now to at 
least some portions of these meetings being held up to the public 
or permitting Congressional Representatives to be there? We, as 
members of the Financial Services Committee, have requested to 
be there in the past and those requests were denied. 

Will you commit yourself to more openness to allow for the public 
to review what takes place in these meetings? 

Mr. Cordray. These are advisory meetings to discuss matters 
that often are not yet public, so they cannot — 

Mr. PiTTENGER. Just yes or no. 

Mr. Cordray. They cannot be made — 

Mr. PiTTENGER. Sir — 

Mr. Cordray. — public easily. 

Mr. PiTTENGER. So, your answer is no? 
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Mr. CoRDRAY. We do release minutes on the meetings and mem- 
bers who come to speak to us from credit unions and community 
banks can, if they want, go back and talk about what we said — 

Mr. PiTTENGER. Mr. Cordray, is your answer no? 

Mr. Cordray. So I don’t think it works for us to do that, sir. 

Mr. PiTTENGER. Thank you. 

Mr. Cordray. And get their candid advice. 

Mr. PiTTENGER. I yield back my time. 

Chairman Hensarling. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Washington, Mr. 
Heck. 

Mr. Heck. Director Cordray, I would like to start out by apolo- 
gizing on behalf of the committee. I think there are instances 
where individual behavior in this committee does not live up to the 
great heritage of this institution or this committee, and I think ear- 
lier, there was an egregious breach of protocol. 

Indeed, I think the gentleman from Colorado’s shameless pro- 
motion of his individual sports franchise was way over the line. 
And for my part, sir, I will simply allow the Seahawks’ perform- 
ance to speak for itself Let the record show that the lady whose 
husband once played for the Denver Broncos just turned my micro- 
phone off. 

Mr. Chairman, I noted that Mr. Perlmutter got to start his 5 
minutes over after his shameless self-promotion. 

Chairman Hensarling. Reset the clock to 5 minutes. The Chair 
is feeling rather indulgent at the moment. 

Mr. Heck. I have been here for 3 hours. 

Director Cordray, when you were here before I complimented you 
and the agency, in particular the Office of Servicemember Affairs, 
for the good work that we had done with them on behalf of the men 
and women who wear a uniform. In particular. Holly Petraeus has 
been just outstanding, and her staff. I thank you again. 

One of the issues that we continue to get exposed to in my area 
is behavior on the part of high-interest-rate lenders. And as you 
know, in accordance with the NDAA of 2013, the Department of 
Defense was charged with updating the rules and regulations asso- 
ciated with the Military Lending Act. 

I recognize that you serve in an advisory capacity to that effort, 
but it was due at the end of the last calendar year. It is not here. 
I think it has recently been announced that it will now be out prob- 
ably by the end of the first quarter, or so indicated. But as some- 
body who does indeed act in an advisory capacity, could you pro- 
vide us with any insight about what the holdup is all about? Peo- 
ple’s lives are being affected every day. 

Mr. Cordray. I think I can, yes. We have actually been actively 
engaged in writing new rules with the Department of Defense. 
They have been actively engaged in this, as well as our fellow 
agencies, including the Federal Reserve, the FDIC, the OCC, the 
Treasury Department, and the FTC. And we are well along in that 
process. 

But I will just say it is always difficult to get multiple agencies 
to work together. It is not so easy to do. It always takes longer 
than we think. 
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Everything that you in Congress can do to keep our feet to the 
fire and make it clear that you want to see that quickly. However, 
we are trying to balance speed against getting it right. We have 
made tremendous progress and I know the Department of Defense 
wants to proceed on this. If you all just keep attending to it and 
make sure that everybody knows that we are on a timeframe and 
we need to move on that timeframe, that is very helpful to all of 
us trying to get the work done, so — 

Mr. Heck. I think Mr. Perlmutter just reentered the room. I am 
just guessing. 

Chairman Hensarling. The Chair is not going to reset the clock 
again, so if I was the gentleman, I would keep on trucking. 

Mr. Heck. I am a little nervous right now. Director Cordray. 

Mr. Cordray. Do you have a hat like he does? You might want 
to have a hat like he does. 

Mr. Heck. I want to follow up on the earlier exchange about mo- 
bile payments. I am pretty excited about mobile payments because 
from my perspective, it removes friction from the marketplace. And 
things that do that, if they are balanced against consumer protec- 
tion, I believe are inherently good. I think it accelerates the veloc- 
ity of a transaction; it benefits retailers; and it is an increased con- 
venience to the consumer. 

But I note that we are in the embryonic stages and this is grow- 
ing in dozens of different ways. There is different technology, dif- 
ferent user interfaces, and different underlying payment systems. 

And it just seems to me that as the number one protector of con- 
sumers’ interests, it might be good on the front end of this if we 
had had some kind of an in-depth analysis, I think best conducted 
by your agency, about the pros and cons of developing more harmo- 
nious consumer protections across these different platforms. 

Could I persuade you to be interested in such a thing and get out 
ahead of the curve before — and I realize that you have been fairly 
busy the last couple of years, but this could explode on us. Let’s 
get ahead of it. 

Mr. Cordray. Yes. The trouble is that it is a hard area. Exactly 
where it is going and when, and which platforms are going to be 
the ones that get great take-up from the American people. People 
have been working at this for several years already and I still 
couldn’t predict to you which ones are going to be the dominant 
technologies of tomorrow and maybe even, as you say, tomorrow on 
the calendar, not just tomorrow metaphorically. 

So we are trying to be very attentive to this. We recognize pre- 
paid cards have exploded very fast. It is just in the last few years 
that they have ramped — 

Mr. Heck. Sir, may I interrupt with a question in that regard? 

Mr. Cordray. I’m sorry, yes. 

Mr. Heck. I apologize. 

Mr. Cordray. No, that is fine. 

Mr. Heck. I understand you have jurisdiction over prepaid cards 
for banks. 

Mr. Cordray. Yes. 

Mr. Heck. But I kind of got lost — 

Mr. Cordray. Not always — not — 
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Mr. Heck. Do you have jurisdiction over prepaid cards for retail- 
ers? 

Mr. CORDRAY. Yes. 

Mr. Heck. If not, who does? 

Mr. CORDRAY. We have jurisdiction over the offering of financial 
products and services, and prepaid cards typically are, especially 
the general purpose reloadable cards. So yes, I think we do have 
jurisdiction over prepaid cards, and not just banks, but also 
nonbanks. 

Mr. Heck. Good. 

So I think I am about done, Mr. Chairman, but I wonder, do we 
have a sergeant at arms? I am not feeling particularly safe right 
now. 

Mr. CoRDRAY. The generous Congresswoman who shared a 
microphone with you, she and I wish we could talk about the 
Browns, the Bengals, or the Buckeyes, but we will just have to say 
wait until next year, so — 

Chairman Hensarling. The apparent last questioner will be the 
gentleman from Delaware, Mr. Carney, who is recognized for 5 
minutes. 

Mr. Carney. Thank you, Mr. Chairman. I was expecting some- 
body from the other side, but I appreciate the opportunity to be 
here. I apologize for having to leave and come back. 

And I want to thank you for your service and for your patience 
in this hearing. It has been trying, I am sure, and a little dis- 
appointing to me, just the tone of it. It just seems to me that con- 
sumer protection ought to be something that we all care about, 
right? 

And I know there are a lot of differences of opinion over the 
agency and how it was created. I was not here when that hap- 
pened. It seems like now, though, we ought to be able to move be- 
yond that. 

I did want to come back to ask you some questions about the 
mortgage lending standards in particular. Something that many of 
us on this side are working on is some of the unfinished business, 
we think, from the near financial collapse — the reform of Fannie 
Mae and Freddie Mac and the GSEs and so on. 

Of course, the committee has passed a bill that would address 
that, we feel like, by eliminating a government backstop, which we 
think will be the end of the 30-year fixed-rate mortgage and actu- 
ally cause mortgage interest rates to go up and mak^e affordability 
more difficult. 

I am curious. Obviously, the QM standards are important for any 
kind of securitizing platform, but I want to revisit some of the 
questions that were asked by Members on both sides about how the 
QM rule that you — we are operating under now and ability to pay. 
And you answered to I think Mrs. Capito’s question some time ago, 
a couple of hours ago, that you feel like it was in a box. 

Could you take a minute or 2 here at the end of the hearing to 
explain why you think that is a good rule and why you think it is 
something that we can work within as we attempt to reform our 
system to address the problems that, frankly, that got us into this 
financial mess the last time, and leading up to a reform of the 
GSEs? 
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Mr. CoRDRAY. Sure. No matter what the explanation of all the 
background, and it differs among different people, I know, every- 
body recognizes it was the mortgage market that collapsed and 
caused the financial crisis and all the harm and misery we have 
seen in this country over the last 5 years. And reforming the mort- 
gage market was, therefore, the highest priority Congress set for 
us with the Qualified Mortgage rule. 

There are several different ways that a loan can meet the Quali- 
fied Mortgage test. And by the way, nothing prevents banks and 
others from lending outside the Qualified Mortgage boxes — 

Mr. Carney. As long as they hold the — 

Mr. CoRDRAY. — as long as they make a good-faith reasonable de- 
termination of the ability to repay. And many of them are going to 
be doing so and have said so. 

But the boxes — 

Mr. Carney. Have you gotten feedback if — sorry for interrupting, 
but have you gotten feedback from the banks, positive or negative, 
about that piece of it? Do they have enough flexibility to make that 
determination? We will hear from our community banks and we 
have heard some testimony earlier today that “the box is too tight” 
is the term being used. 

What kind of feedback do you get? 

Mr. CORDRAY. Yes. I think everybody always wants more flexi- 
bility. They want to do whatever they want to do. We had way too 
much before the crisis and there were a lot of loans made that 
should not have been made. 

Mr. Carney. Correct. 

Mr. CoRDRAY. And Goldman Sachs did a report, not a big fan of 
government regulation, that said that 50 percent of the loans that 
defaulted in 2005, 2006, and 2007 would not have been made if the 
QM rule had been in place. It would have been a very different 
story in the economy of this country. 

But, we drew a box around a 43 percent debt-to-income ratio. 
That is very generous by historical standards, but that is one box. 

We drew a box around loans eligible for sale to the GSEs, which 
gives you all latitude to determine what you are going to do about 
GSE reform. This is while they remain in conservatorship over the 
next 5 to 7 years if nothing else happens. 

And when we went back and drew another box for small credi- 
tors, hearing from them and recognizing that their lending prac- 
tices are very important in a lot of communities around this coun- 
try. Thousands of community banks and credit unions are covered 
by those provisions and they have complete latitude, whether they 
sell on the secondary market or keep in portfolio, to lend in accord- 
ance with their traditional mode. And that was an important ad- 
justment that we needed to make and we were convinced that we 
should make. 

Mr. Carney. So, one last thing. You have mentioned a couple of 
times that we will see. We will look at the data. 

Mr. CoRDRAY. That is right. 

Mr. Carney. What will the benchmarks be? What do you think 
will tell us whether it is working or not? Do you have a sense of 
that or what you are going to be looking at in terms of benchmarks 
there? 
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Mr. CORDRAY. Data and information about what is happening in 
the mortgage and housing market will tell us how this is going. 
The thing we will have to be careful of is there are a lot of other 
factors here. 

If the Congress acts on GSE reform, that will be a dominating 
factor in terms of what goes on in the mortgage and housing mar- 
kets. If interest rates go on a sustained period of rising which, you 
never know when or whether things happen in that regard, that 
will obviously dominate this market. There are other things that 
matter, clearly. 

But in terms of our rules, we are going to continue to listen close- 
ly, as we have all along, both to the consumer side and to the in- 
dustry side, about whether we are getting the balance right. I 
think people have recognized that we have tried hard to draw a 
balance. Many people think we have done well at drawing the bal- 
ance. To the extent we are not sure and they are not sure, we are 
interested in seeing and hearing more as we go. 

Mr. Carney. My time is up, but let me thank you again for your 
service, and I hope that we can have an ongoing conversation about 
these issues. Thanks. 

Chairman Hensarling. The time of the gentleman has expired. 

The new apparent last questioner is the gentleman from Min- 
nesota, Mr. Ellison, who is recognized for 5 minutes. 

Mr. Ellison. Thank you, Mr. Chairman. 

And thank you to the ranking member. 

Mr. Cordray, as we wrap up, I just want to offer my thanks to 
the CFPB for the great work that you all do. I know this has been 
a tough hearing in many ways. Of course, we are in a pretty polar- 
ized political environment nowadays, and you are in the crossfire. 
But I just want to say to the millions of people that you have 
helped, I hope that you will continue to do the hard work that you 
are doing, and I just want to let you know that you have the sup- 
port of many of us, including me. 

Let’s talk about manufactured housing, if we may. What is up on 
the board is my district and all the little dots are manufactured 
housing. In my congressional district we are very proud to rep- 
resent Hilltop, which is a manufactured housing community. 

Let me ask you this about manufacturing — or make these points 
and then get your reflections. We have more than 68,000 manufac- 
tured homes in Minnesota, more than 3 percent of our housing 
stock. And we also have about 900 manufactured home commu- 
nities. One of them. North Country Cooperative, is a resident coop- 
erative. And I have asked this chart for manufactured homes to be 
posted on the screen just for your reference. 

I want to congratulate the CFPB for taking steps to improve the 
finance options for manufactured home owners. Manufactured 
homes offer attractive, safe, and affordable homes for millions of 
people. But pre-crisis, too many manufactured home buyers were 
only offered high-cost loans with completely inadequate consumer 
protections. 

Recently, I presented a question for the record to you asking 
what data the industry has shared to justify those high fees and 
high interest rates. And I know there are great manufactured home 
loan providers, such as New Hampshire Community Home Loan 
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Fund and ROC USA. We should ask them to come and testify be- 
fore this committee. 

I have a bill that strengthens CDFIs, H.R. 3656, which invests 
in manufactured homes. And another of my bills, the Common 
Sense Housing Investment Act, also helps manufactured home buy- 
ers. I encourage my colleagues to cosponsor the bills. 

Will you work with us to improve housing finance options for 
manufactured home buyers? 

Mr. CoRDRAY. I would be happy to do that. And as I count it, 
there are maybe half a dozen to a dozen Members today who have 
raised these specific issues and we have heard about them directly 
from both industry and consumers, and we are interested in know- 
ing more about whether the rules we have written that mostly, 
again, have typical residential housing in mind, are fitting in ap- 
propriate ways to this particular method of housing. 

Mr. Ellison. Good. I would like to introduce for the record this 
report entitled, “Toward a Sustainable and Responsible Expansion 
of Affordable Mortgages for Manufactured Homes.” This is a report 
I think would certainly elucidate and elaborate on the issues we 
have. 

Chairman Hensarling. Without objection, it is so ordered. 

Mr. Ellison. Finally, let me just ask you about title insurance. 
In the Qualified Mortgage rule, the CFPB includes title insurance 
costs paid to affiliates in the fee cap. Nonaffiliated title insurers 
are outside of the cap. What was the CFPB’s reasoning for making 
this distinction? 

Mr. CoRDRAY. It is a distinction that is drawn several places in 
the statute. There were concerns, as I understand it — I wasn’t here 
for the debates on Dodd-Frank — about abuses where people were 
steered toward affiliated companies and people benefited finan- 
cially from that. 

It is not unique to title insurance. It is true of various fees that 
are considered under the 3 percent points and fees cap. It has been 
singled out by some as wondering whether the same rationale 
should apply to title insurance as to other things. 

It is a fair question. It is something that we considered as we 
were writing the rules. It is something that we will continue to con- 
sider what the impact is as we look at how the rules are operating 
going forward. 

But it is the same general rationale as the other fees that are 
treated in the same manner under the statute and under the rule. 

Mr. Ellison. I have had a number of constituents come to me, 
and I just want to commend your staff on the fines against the 
sham title agents. I am concerned about consumers, particularly 
when they are being overcharged for the service, and it is wrong, 
I think, for consumers to pay hidden commissions and kickbacks. 

So with that, I just want to say again, thank you. Your work is 
very much appreciated around here by some, and we look forward 
to your future success on behalf of American consumers. 

Mr. CORDRAY. Thanks. 

Chairman Hensarling. I am assuming the gentleman is yielding 
back his 5 seconds. 

I would like to thank Director Cordray for his testimony today. 
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Before excusing you, Mr. Cordray, I would like to bring to your 
attention several questions that are still pending, including one 
from our Chairman Emeritus Bachus, dated June 21st, requesting 
all the studies, analysis, and information relied upon by the Bu- 
reau in its compliance bulletin for indirect auto lenders; one dating 
back to September 18th from myself requesting a list of senior 
managers who have utilized private e-mail accounts to conduct offi- 
cial business; one from myself and Chairman McHenry requesting 
all documents relating to the Bureau’s awarding a $5 million re- 
search contract to ideas42; and one dating back to October 22nd, 
where we have requested all data upon which the Bureau relied in 
preparing its April 2013 White Paper on payday lending and de- 
posit advance products. 

I would note that, indeed, this committee has given the CFPB 
many, many questions. We have received a number of answers. 

I know you find this sometimes voluminous and bothersome but, 
Mr. Director, we consider it to be a critical check and balance. This 
committee would like to continue to work with you cooperatively 
and respectfully, and so I would respectfully request that no later 
than the end of February, we receive full answers. Otherwise, you 
will force us to rely upon our compulsory process, which I prefer 
not to do. 

Mr. Cordray. I will just say that sometimes the requests are vo- 
luminous. We don’t find them bothersome. It is part of the vigorous 
oversight that I have come to expect, and appreciate, and I would 
be disappointed if I didn’t get that from this committee. 

On each of the four or so matters that you have pinpointed, I 
know there have been multiple rounds of back and forth on most, 
if not all of those. We have a job to do to try to determine how best 
to manage this information. You have a job to do, I understand, to 
oversee us. 

We will try to make sure we can get as much as possible on the 
same page. Sometimes these are not easy things to work through, 
as you know. 

Chairman Hensarling. If you could, Mr. Director, if you would 
pay personal attention to these matters, that would be greatly ap- 
preciated. 

Mr. Cordray. Okay. Thank you. 

Chairman Hensarling. The Chair notes that some Members 
may have additional questions for this witness, which they may 
wish to submit in writing. Without objection, the hearing record 
will remain open for 5 legislative days for Members to submit writ- 
ten questions to this witness and to place his responses in the 
record. Also, without objection. Members will have 5 legislative 
days to submit extraneous materials to the Chair for inclusion in 
the record. 

This hearing stands adjourned. 

[Whereupon, at 1:42 p.m., the hearing was adjourned.] 
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Director, Consumer Financial Protection Bureau 
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January 28, 2014 

Chairman Hensarling, Ranking Member Waters, and Members of the Committee, thank you for 
inviting me to testify today about the fourth Semi-Annual Report of the Consumer Financial 
Protection Bureau, Since we opened our doors just over two years ago, the Bureau has been 
focused on making consumer financial markets work better for the American people, and helping 
them improve their financial lives. 

The report we are discussing today describes the Bureau’s efforts to achieve this vital mission. 
Through fair rules, consistent oversight, appropriate enforcement of the law, and broad-based 
consumer engagement, the Bureau is helping to restore families’ trust in consumer financial 
markets, protect consumers from improper conduct, and ensure access to fair, competitive and 
transparent markets. 

Through our enforcement and supervisory actions, and together with our fellow regulators, our 
efforts so far will be putting approximately $3 billion back in the pockets of millions of 
consumers who fell victim to various violations of consumer financial protection laws. This 
includes a refund of over $6 million to thousands of U.S. servicemembers based on failure to 
properly disclose costs associated with repaying auto loans through the military allotments 
system and expensive auto loan add-on products sold to active-duty military. CFPB’s 
supervisory actions have also caused financial institutions to make changes to compliance 
management systems that prevented violations, reduced risks to consumers, and resulted in 
financial restitution to many thousands of additional consumers. 

Over the past year, we have enacted a number of new rules to meet the mandates of the Dodd- 
Frank Act, including the Qualified Mortgage rule, which requires mortgage lenders to make a 
good faith, reasonable determination that borrowers can afford to pay back their loans; the 
mortgage servicing rules, which arc designed to clean up sloppy practices and ensure fairer and 
more effective processes for troubled borrowers who may face the loss of their homes; and the 
remittance rule, w'hich provides consumer protections for international money transfers for the 
first time ever. Since then, the Bureau has focused on making sure that businesses - both small 
and large - have what they need from a practical and operational standpoint to understand and 
comply with our new regulations, which are designed both to help consumers and create a level 
playing field for all companies that play by the rules. 

The central concept behind this undertaking is our belief that compliance with regulations is a 
concern we all share, because successful compliance is good for everyone - consumers, industry, 
and regulators. So we have put out plain language versions of the rules, created and posted video 
guidance, met with major market players and the full range of industry stakeholders (including 
vendors), and responded directly to industry input about points needing to be clarified or 
modified to take account of practical and operational concerns. With respect to the mortgage 
rules, we worked with our fellow regulators to publish inter-agency examination procedures on 
the new rules, well before the implementation date, to familiarize industry stakeholders with our 


Page 1 of 3 



79 


expectations. With respect to our international money transfer rules, the Bureau has coordinated 
with other regulators to ensure we all have a shared understanding of the new rules to promote 
consistent supervision of remittances providers. 

At the same time, we recognize that consumers bear their own share of responsibility for how 
they participate in the financial marketplace. To promote informed financial decision-making, 
we have continued providing consumers with useful tools, including the AskCFPB section of our 
website, where we have developed answers to over 1,000 frequently asked consumer questions. 
In July, we issued our financial literacy report describing the Bureau’s strategy and the financial 
literacy activities it has undertaken during its first two years of operation. The Bureau is 
uniquely positioned to help bridge the gap between people’s current levels of financial 
understanding and the increasingly complex financial decisions they have to make. Our financial 
education agenda is focused on providing consumers with tools and information to develop 
practical skills and support sound financial decision making. These include tailored approaches 
to address financial decision-making circumstances for specific populations, including 
servicemembers and veterans; students and young adults; older Americans; and low-income and 
economically vulnerable Americans. The Bureau’s strategy to increase consumers’ financial 
literacy and capability includes foundational research, collaborative education initiatives with 
stakeholders who can reach consumers where they are, and providing tools and information 
directly to the public to help them navigate the financial choices they face. 

The premise that lies at the very heart of our mission is that consumers deserve to be treated 
fairly and to have someone stand on their side when they have been treated unfairly. We have 
strengthened our Office of Consumer Response, and we have now received over 270,000 
consumer complaints on credit reporting, debt collection, money transfers, bank accounts, and 
services, credit cards, mortgages, vehicle and other consumer loans, and private student loans 
since we began taking complaints. 

In the past year, we have received thousands of private student loan complaints and nearly 
30.000 comments in response to our request for public information about how student debt is 
affecting individual consumers and the economy more generally. At a field hearing we held in 
Miami last May on student loan debt, it became clear that too many borrowers took out loans 
with less attractive rates and terms than they could have qualified for, and many struggle to find 
refinancing and loan modification options. We have seen too many of these troubling 
similarities to the broken mortgage market before the crisis, and we will continue to monitor this 
market closely. The burden of student debt is jeopardizing the ability of young Americans to 
buy homes, start small businesses, and save for the future. 

The progress we have made in the past two years has been possible thanks to the engagement of 
thousands of Americans who have utilized our consumer education tools, submitted complaints, 
participated in rulemakings, and told us their stories through our website and at numerous public 
meetings from coast to coast. Our progress has also resulted from the extraordinary work of the 
Bureau’s employees - dedicated public servants of the highest caliber who are committed to 
promoting a healthy consumer financial marketplace. I am proud to work alongside them and to 
serve now as their confirmed Director. Our progress also reflects the cooperation of those we 
regulate, and we attempt to remain considerate of the obstacles they confront. Each day, we 
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work to accomplish the goals of renewing consumers’ trust in the marketplace and ensuring that 
markets for consumer financial products and services are fair, transparent, and 
competitive. These goals not only support consumers as they climb the economic ladder of 
opportunity, but also help responsible businesses compete on an evenhanded basis and reinforce 
the stability of our economy as a whole. 

Thank you for the invitation to appear before you today. I am, as always, very glad to answer 
your questions and have the benefit of your active interest and oversight. 
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Mr. Chairman and Members of the House Financial Services Committee, my name is Steve 
.Iordan, Executive Vice President of the National Independent Automobile Dealers Association 
("'NIADA’') headquartered in Arlington, Texas. On behalf of the Association, 1 appreciate the 
opportunity to submit this statement for the record regarding the Committee’s January 28th 
hearing on the Consumer Financial Protection Bureau (“CFPB”). 

The NIADA represents more than 17,000 members who are connected to the automobile 
industry in some form or fashion, but primarily independent dealers who own dealerships across 
America tliat are not affiliated with a manufacturer. 

They are businessmen and w'omen who subscribe to the NIADA Code of Ethics that emphasizes 
honor, integrity and fair dealing. More than 40 percent of these dealers have been in business for 
more than 20 years, and almost 50 percent have five or fewer employees. They are the small car 
store that survives in the best of times and the worst of times because they are a part of their 
communities as fathers, mothers. Better Business Bureau members, Chamber of Commerce 
members, city councilmen, school board members, churchgoers, youth organization sponsors and 
coaches, and task force members who look for ways to make our cities and our towns better 
places to live. 

The passage of the Dodd-Frank Wall Street Reform and Consumer Protection Act in 2010 and 
the creation of the Consumer Financial Protection Bureau (“CFPB”) drastically changed the 
regulatory landscape for those engaged in the financial services industry. Not only did the CFPB 
become a new cop on the beat, it became a cop with significant power and virtually limitless 
resources. 

At the time of the Dodd-Frank debate, NIADA voiced concerns about the structure and budget of 
the CFPB, which was unlike other agencies in Washington, D.C., and vastly different than the 
agency automobile dealers were most accustomed to dealing with: the Federal Trade 
Commission (“FTC”). Unlike the FTC which has five commissioners from both political parties 
each with an equal vote on how the Commission will conduct business, all power of the CFPB is 
vested in one director appointed by the President. 

Moreover, because the CFPB’s budget is ensconced in the Federal Reserve, it not subject to the 
appropriations process. This effectively precludes Congressional oversight of the Bureau’s 
finances and operations. Additionally, one could even argue that the CFPB is not subject to 
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Presidential oversight. The primary fear that results from vesting all authority in one director 
and giving that individual financial latitude without any real restraint is that the CFPB will 
function in a shroud of secrecy and drift from its statutory mandate with an undue burden of 
influence from unchecked consumer advocates. 

In fact, reviewing the Bureau’s actions as it relates to the automotive financing industry, NIADA 
believes that the CFPB’s perfunctory efforts have not statistically identified any meaningful 
automotive finance related problem that would merit additional enforcement or oversight outside 
of the current myriad of federal laws and regulations to which auto finance companies and 
dealers must abide. 

In an effort to justify its existence and the redundancies of federal regulatory oversight in which 
it now sits, the CFPB has not adequately created a need for itself in the automotive finance space 
and as such is attempting to create a problem where none exists. In March 2013, the CFPB 
released a guidance document to lenders engaged in indirect auto lending (i.e. dealer assisted 
financing.) The document purports to provide guidance about compliance with the Equal Credit 
Opportunity Act (“ECOA”) to those lenders that engage in dealer-assisted financing where the 
dealer is permitted to adjust the interest rate at which the lender is willing to buy the contract. 
The CFPB asserts these compensation policies create significant risk that pricing disparities will 
result based on race, national origin, or other factors that violate the ECOA; an assumption that 
has not been proven through consumer complaints. Without disclosing their methodologies, the 
CFPB suggests that these practices will result in a negative “disparate impact’’ to consumers in a 
protected class and that “disparate impact” can only be proven by a statistical evaluation of past 
credit transactions, 

The CFPB’s guidance document additionally suggests that a flat fee compensation model for 
financing profit would alleviate this concern. NIADA categorically rejects the concept of a flat 
fee as a way to assuage any attempts to adhere to the ECOA. In fact, the CFPB boldly goes so 
far as to instruct consumers to pay a flat fee, as if markup is illegal on its face. (See, 
http://www.consumerfinance.gov/askcfpb/727/what-buv-rate.html ). 

Although the CFPB guidance document gives the appearance that discrimination is their 
concern, the reality of their action.s, coupled with the lack of evidence and methodology 
disclosure, suggests the CFPB’s true desire is to limit dealer profit. Specifically, that because a 
dealer is compensated in the form of a mark-up at their own discretion that fraud must exist. 
Discretion to legally and fairly earn a profit rendering financial services does not also mean that 
fraud exists. Discretion does not equal fraud. 

From the moment the CFPB released this guidance document, industry stakeholders, including 
NIADA, have asked the CFPB to provide empirical evidence that this disparate impact actually 
exists. Moreover, NIADA and others in the industry have repeatedly asked the CFPB to reveal 
the statistical method it uses to determine whether “disparate impact” is present in an automotive 
lender’s portfolio. In addition to industry demands for information behind the CFPB’s 
conclusions, multiple members of both chambers of Congress have asked the CFPB to provide 
this same information. To date, the Bureau continues to withhold this critical information that 
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would provide the industry, Congress, and public with evidence that a meaningful consumer 
problem exists and that the CFPB is not in search of a problem to justify its existence. 

In addition to the withholding of information, NIADA joins with others who have raised the 
concern that the CFPB issued this guidance document without holding any public hearing or 
soliciting public comment. It was not until after a bipartisan letter from 22 Senators was sent to 
Director Cordray did the Bureau conduct its first public forum on the matter, a full 7 months 
after the guidance document was issued. 

The secrecy with which the CFPB is operating is either intentional or not. Neither is acceptable 
for any federal agency, much less for one with the wide-swath of oversight, enforcement and 
funding capacity as the CFPB. The CFPB expects, as they should, that the consumer be treated 
fairly. NIADA agrees. Consumers cannot adequately purchase or finance a car if material 
information is willfully withheld or misrepresented. NIADA and its dealers support this standard 
of open and honest dealing. But, just as that expectation is placed on a dealer or financier; it 
should certainly be expected of the regulators overseeing the industry. 

While NIADA does not believe additional regulations and a new cop on the heat are w'arranted, 
we do believe that anything the CFPB does should be open and readily discernible. Only then, 
can NIADA adequately answer tlie question it gets more frequently than any other: “What do I 
need to do to comply?” 

Although dealers are not subject to the CFPB’s jurisdiction, ultimately, everything the CFPB 
touches in the auto financing industry will affect NIADA members. To that end, NIADA will 
continue to engage the CFPB in the discussions that we hope will provide the Bureau with 
needed information about the industry so they can make informed, open decisions consistent 
with its statutory mandate. Moreover, when appropriate, NIADA welcomes the opportunity to 
work with the Bureau on initiatives that educate the public on the car buying and financing 
experience. This is especially true for our nation’s military personnel whom the CFPB has gone 
to great lengths to protect. 

As we recently shared with the Senate Committee on Commerce, Science & Transportation, 
NIADA stands ready to use our current resources, including our education and training staff, 
state association directors - many of whom are veterans - and our Automotive Consumer 
Television Network, which is available to anyone via the Internet at 
http://niadatv.com/autoconsumer/, to address the needs of car-buying military personnel - active 
or retired. 

In that regard we have produced a simple to understand video that explains the car-buying 
process for active service members or those returning to civilian life. The video, “Car Buying 
Tips for Military Service Members,” is available for viewing on Automotive Consumer 
Television, our Internet TV network providing industry information and education for 
consumers, as well as NIADA.TV and NIADA.com 

By way of conclusion, in remarks given in November at the Auto Finance Forum, Director 
Cordray underscored the CFPB’s tenacity by saying. 
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. .if anyone is uncertain about our resolve, let me do my best to dispel that uncertainty 
this morning. We will make every effort to do the job that Congres.s has set out for us, 
which is to identify and root out unlawful, discriminatory lending practices, including 
practices that, in the words of the Supreme Court, are “fair in form but discriminatory 
in operation." We intend to create a fair marketplace for all consumers. Illegal 
discrimination in all forms is simply wrong. No one should have to worry about having 
to pay more to finance a vehicle because of race, ethnicity or any other protected 
characteristic under federal law.” 

We agree, with one exception: NIADA believes a fair marketplace already exists for all 
consumers in the automotive finance industry. NIADA and its members are committed to 
lawful and non-discriminatory practices, and we are as equally steadfast in our resolve to 
defend the right of automotive lenders and dealers to lawfully and fairly make a profit in 
collaboration with their valued customers. NIADA believes this agency has not justified their 
position of disparate impact in fair lending and by extension they have fallen short of their own 
Supreme Court litmus test of conducting practices that are “fair in form and discriminatory in 
operation.” 

We encourage the Committee to look at fundamental structural changes to the CFPB that will 
provide for greater openness and accountability for the Bureau’s operations. NIADA stands 
ready to assist the Committee in any way we can. 
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Executive Summary 

I he I’M HOKiF. Loan Data Collection Project was initialed in 201 1 to collect and anaiyyc origination 
and pcrtormance data lor manuiaclured home (MI I) single lamily loans with the goal oi answering the 
following questions; 

• lb what extent and lrt)iii what sources can low- 
and moderate-income (LMI) households 
ohlain MU single-lamilv loans? 

• 1 low well do manuiaclured housing loans 
perlorm, and how does their performance 
compare with that of mortgage loans for 
site-huilt homes? 

• Ate there products or underwriting 
tcaturcs that are correlated with more successful 
loan pci forniancc? 

I he Project's long term goal is to expand access to and availability of alTordable financing to low and 
moderate-income (LMI) owners and buyers of manufactured homes to enhance household linancial 
.security and opporliinilics for wealth building. .As an early step toward this goal, CFfcD and the 
Fair .Mortgage Collaborative (IhMC) addressed the need for more infonnatk»n about MH loans by 
collecting a large set of data about origination and performance of manufactured homes mortgage 
loans, totaling $1.7 billion ai origination. 

We anal) zed this data with the goal of identifying best practices in the finance ol afibrdabic and 
sustainable MU homeownersbip to share with lenders, investors and government insurance and 
loan program.s with the ullimale aim ol expanding high quality, alfordable -Mil linance products and 
praeliees. 

1 he data analysis produced the following main findings; 

1. A variety of lenders and imvslors provide home mortgage prtiducls to owners ami 
buyers of manufacliired homes 

2, Manulaetured home mortgage perlnrmancc is comparable to general mortgage 
performance and certain manufacliired bousing mortgage portiblios outperform 
comparable general mortgage portfolios 

?•. Conventional under wriling criteria such as higticr I'KX) scores, low loan to- value (LTV) 
and debt to income (OTl) ratios are strongly related to higlier loan performance; 
liowevcT, eerlain .MH products and pnwiders demonstrate that coiivenlionul 
underwriting is not neccfforyt'or strong performance 

4. .btrong performunec can be achieved by manual underwriting even with less restrictive 
downpayment and credit requiremenls 
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5. Servicing Joans with “high-touch" protocols adiieves dje strongest performance even with io\ 
df'WTipavmients snd other features perceived to involve higher risk 


6, As an investor group, Housing Finance A^ncies demonstrate superior performance to others with 
the same loan product 


" < os’ r h conducted for the project nsulted in indirect evidence su^esting that ^ 

V uc 1 i n ,and counseling residt in better loan performance, but the data obtained thn. u i t 
iToiect WTJsmaaequate to properly test this relationship 

h. Data shortcomings are widespread and -a serioits barrier to understanding the factors that 
contribute to loan performance; improved and standardized data collection and rq?orSiag is an 
urgent need whose importance goes bev'ond loan underwriting and investmenl practices So the 
shape of die nations ftiture affordable housing landscape 

The Rcjxirt contains recommendations that fail into three major categories: 

« Improve the quality of data and analysis on affordable loans tor manufsetured hojyies to bui!i.i if'iC 
evidence base needed to attract more lenders and investment 

» Promote produa development and innovation among lenders and investors to generate higher 
volume of affordable MH loans with sustainable perforntance 

* Mobilize a range of stakeholders to integrate the comprehensive MH value proptisilion -• one 
tiiat accounts for energy eftkiency, cost savings, housing chcucc <utd more - into mainstream, 
policies shaping the {utureQfhousiogaiTca-dabslityin the United States 

A mtmber o.C specific steps to consider are described in the Report’s Section VI. ’'Recommendations.” 



I. Introduction 


The I'M HOME Loan Data Collection Project (the Data Project) was initiated in 201 ! to collect and 
analyze origination and performance data for manufactured home (MH) single-family loans with the 
goal of answering the following questions; 

• To what extent and from what sources can low- and moderate-income (LMI) households 
obtain MH single-family loans? 

• 1 low do manutactured housing loans perform, and how does their performance compare 
with that of mortgage loans for site-built homes? 

• Are there products or underwriting features that are correlated with more successful 
loan performance? 



Innovations in Manufactured Homes (I'M HOMK) is a national initiative managed by the Corporation 
for Enterprise Development (CFED) which seeks to ensure that owners of manufactured homes 
have the opportunity to build wealth through homeowncrshlp by improving the quality of new and 
replacement development, enhancing homeowners’ ability to enjoy long-term land security, expanding 
access to safe home financing and encouraging a supportive policy environment. As an initiative of I'M 
HOME, the Data Project’s long-term goal is to expand access to and availability of affordable financing 
for low- and moderate-income (LMI) owners and buyers of manufactured homes so as to enhance 
their household financial security and opportunities for wealth building. 

Finding an almc>st complete lack of public and relevant MM loan data to answer our questions, 

CFED and its Data Project partner, the Fair Mortgage Collaborative (l-MC) invited a wide set of 
institutions to share data about origination and performance of manufactured home loans in existing 
portfolios. The resulting usable dataset totals $1.7 billion in loan volume at origination. We analyzed 
this data to understand loan performance and to gain insights into best practices in the finance of 
affordable and sustainable .MH homeownership. TIuough this Report, we seek to share our findings 
and recommendations for next steps with lenders, investors and government insurance and guarantee 
programs to move toward our overarching goals by expanding high quality .MH finance producl.s 
and practices. 
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il. Maoufactyred Housing Single-Famiiy Finance 

' ! 1 \enfeen mliiton Americans - approximately 5% oftheU.S. population - live in a 

11 'I I home Manufactured homes are constructed in factory conditions to the speciiicaficns 
i n D f ode,” a national standard first Impiementedbythe U.S. Department of Housing and 
t 1 v)< empment (HUD) in 1976 toensure the“^et\^ quality and durabOityofmaciufactuxcd 
M ’ufactured homes are boiit in a wide r^ge of sizes and styles for many different tnarkes 
p. U-. fro( ^ tamilira with children to singles and retirees. Manufactured homes ate wei! suited 
i ! ho tioii , althou^ they can also be found in urban and suburban .settings, and tlicy are 
markeled lo a broad range of income, from low- and moderate-income to affluent lioiisehoids. 

ipi ( (lU tdlu>aM 05 tsparticulaTlyjmportaotasanaffordablehousingr€source,andcurrentiy 
r n ^ 1 1 \ 1 ri,<.'^siiDplyofnewaffordablehousingunjtsintbeUS.lR2009,theinedianhot!se!iolii 

I i^it t ho ts holds ir manufactured homes was under $30,000 - well below’the national average oi 
^ 1 1 “ N (jtc tl 1 1 one fifth (22%) of manufactured housing residents hav’c incomes .at or below the 
iedcrai poverti.' ievd.' 

-Accx’ss to aiiordablc financing is an important part of the affordable housing equation. Financing 
that has aifordable rates and fees, combined with fair terms and monthly payments that allow (or 
other living expenses and a majgin for saving, is essential for lower-income households to attain and 
maintain financial security. Affordable, long-term financing is also rtecessaty' so that homeowners have 
the opportunity to build wealth through asset appreciation. 

’Il'Kvre lire two seriou.s challenges for households seeking to finance manufactured homes: 

« Otvners and l>u)'ers of manufactured homes tend lo pay more for financing, in part due to 
tlie w'ay tnany manufactured homes are titled 

• Even when manufactured homes can be titled in the same way as site-buill homes, there 
art: many fewer optiotis for mortgage financing 

Dfffenances In titling 

'ihe majority of the manufactured homes in the US. arc titled as "personal property” - the same type 
fif property as a car or boat -• a.s t^osed to the way that site-built hom.es are titled a.s real estate or 
"leal pivperty;” in 2(K)8, .ftir example, approximately one third of new njanvifaclured homes w'cre 
titled as personal property.^ Titiittg is governed by state laws tljat refiec!: the origins of the industry 
i.n the mobile camping trailers of Che 1920s and 1930s. This convention has not reflected reality 
for decades; .modern .manufactured homes (i.e.. those built to the HUD Code) are designeil to be 
permanent homes, am.? the vast .majority is never moved from their original sites. Nirvertheless. .most 
manufactured .home.s are titled as j;>ersonal property. 
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Manufactured homes titled as personal property are not eligible for long-term mortgages' like most homes. 
These homeowners and buyers can only access “chattel" or personal property loans. Chattel loans generally 
feature maximum terms of riflcen to twenty years, in contrast to the common 30-year mortgage. Chattel loans 
typically feature higher interest rates than mortgages: current rates range between 6% and 14%, depending on 
the borrowers credit history and the size of the downpayment, compared to 2.5% to 5% for mortgages at the 
present lime. Higher interest rates and shorter terms combine to create significantly higher monthly payments 
for chattel loan borrowers. Chattel loans generally involve lower closing costs than mortgage loans because 
mortgages typically require more expensive appraisal, title insurance and other services, but the higher closing 
costs can typically be recovered through lower monthly payments within a matter of months.'' 

Many state laws allow owners to convert the title on their manufactured home from personal property' to 
real property under certain circumstances; however, those provisions are not a solution to the problem. 

Ibe requirements for conversion of title effectively prevent many homes, such as those on leaseholds in 
communities, for example, from becoming titled as real property. Differences in provisions from state to state 
discourage government-sponsored enterprises (GSHs) and other national financial institutions from creating 
national investment programs for M 1 1 loans. 

A major recent development is expected to transform this picture. In |uly 2012, the Uniform Law Commission 
unanimously adopted a Uniform Manufactured Housing Act that would give all manufactured housing 
owners and buyers the option of titling their homes as real property.’ Once adopted by states, the Uniform 
Manufactured Housing Act will provide a clear and consistent process for owners and buyers to choose the real 
property titling option and thereby qualify for mortgage finance. The market for mortgages for manufactured 
homes can be expected to grow significantly with more homes titled a.s real property, and becau.se of 
consistency across states that is sought by lenders and investors, including secondary markets. 

Fewer options for mortgage financing 

An estimated onc-quartcr to one-third of manufactured homes are already titled as real property and therefore 
can qualify for mortgage financing.*' However, even these manufactured housing buyers and owners typically 
have many fewer options than buyers seeking to finance site-built or even other forms of factory-built 
homes, such as modular homes, because many mortgage lenders exclude or avoid providing mortgages on 
manufactured home.s. In some cases, lenders may avoid MH on the grounds that MH loans are "difficult” to 
make or sell. Indeed, Fannie Mae and Freddie .Mac, the government-sponsiired entities (GSEs) that purchase 
a substantial majority of the mortgage loans made in the US., distinguish between manufactured housing 


- a legsic^ecu.ment by the cM.Tie<-{oi-.«)yer} transfers to the Isndw an ir.tsfwt'n teal eritate to -jecui t' tivi 

!V!o.-;g3§e nets S'adciTCir'g the 3^. 

r- \ N \ -vi'Jons ^crr■.C 8 h '^5 costs for s chattel kisn to a 'T'oiig.sgs. 


tvif'ed I io'osing Act privities that tbs bOTTWOwoe: O’" buyer has the c^io^ (Jiot tbs rscyjire-ni^ , 
s is on bodcwned-ihfte slthfte or on leased la.-.d See the Uniform Lasv 

\ !rvlci!-mkws.org/htecs'!D^itS?px?tH!e^Unifo*TP.?f2v'''4s.-ii)fsca'w3St20t'iousifi^20Act*20Ar>a- 



96 


loans and other mortgage loans. Fannie and Freddie maintain a distinct set of criteria for mortgages 
secured by manufactured housing that include more demanding appraisal requirements’ and, for some 
lenders, an extra pricing charge. Fannie Mae docs not permit slate housing finance agencies (HFAs) 
to include MH mortgages in their preferred pricing programs forsecuriti7£d loan sales. Most lenders 
follow the lead established by the (JSEs (whether or not they actually sell loans to the GSEs) and treat 
manufactured housing mortgages as different than mortgages for site -built homes. Many lenders 
simply avoid MH entirely. 

It seems that the predominant reason that lenders do not make MH mortgage loans is a widespread 
perception that manufactured housing mortgage loans do not perform as well as mortgages secured by 
site-built homes. Since very little quantitative re.search has been conducted on manufactured hou.sing 
loan performance, such assumptions about manufactured housing mortgage loan performance are 
likely to have been based largely on conjecture or on the performance of individual portfolios. 

While many mortgage lenders exclude manufactured housing, there arc a number of lenders and 
investors that currently offer mortgages on manufactured homes. These arc an important segment 
that serves thousands of households each year, many of low- and moderate-income. To our 
great appreciation, some of the lenders, investors and government programs serving this market 
participated in the Data Project, making it possible to take an objective l<K>k at the performance 
of .MH mortgages. 


It, "^1 t. Vsfja; Oyri>!f!r^?. c~'yi .^•rorrwa.'id'it.'o.'TS Co-'V Bgcl .^t>e.Ty Ap.vo’yiA; fif.'Vciiexrc'ii.'e.o /-rt/rv?; 
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III. Methodology 

Data Project Participants and the MH Mortgage Dataset 

For the Data Project, CFED and FMC made requests for data from a wide range of organizations 
known to originate or purchase manufactured housing loans. Organizations were invited to participate 
voluntarily and without remuneration;* they were assured that their identities would not be disclosed 
without their permission.’’ Twenty-three organizations responded. Generally speaking, participants in 
the Data Project were interested in improving their own understanding of MH loan performance as 
well as in contributing to an improved body of knowledge on this subject. As part of the Data Project, 
each data provider wa.s given a confidential analysis comparing their porllblio to comparable onc.s 
which included the same or similar loan product types and underwriting requirements, allowing for 
useful comparison.s to support their better understanding of some of the underlying reasons for loan 
performance. 


Although the Data Project originally intended to study both chattel and mortgage loans, chattel loan 
providers, with one exception, did not respond with data. One organization reported a small number 
of chattel loans, as well as a larger set of mortgage loans. Due to the small number, the chattel loans 
were not included in our analysis."’ 'Ihree organizations submitted mortgage loan information that 
did not contain data that were necessary to analj'ze loan performance; their data was not included in 
the analysis. In the end. the dataset (hereinafter known as the “MH Mortgage Daliiset") analyzed here 
contains only mortgage loan information from 20 organizations: the United States Department of 
Agriculture (USDA), 13 slate Housing Finance Agencies (HFAs), three credit unions, two bank.s, and 


one community loan fund which is also a community 

)y.tme.< im-'lmitT. 

BECU 
Bank! 

Community Development Bank 
Delaware State Housing Authority 
Hope Credit Union 
Idaho Housing & Finance Association 
MaineHousing 

Minnesota Housing Finance Agency 
Moncina Board of Housing 
New Hampshire Community Loan Fund 


development financial institution {GDFl).’’ 
giveiuts f>erm}sshn td Ust their 

New Hampshire Housing Finance Authority 

New Mexico Community Development Authority 

Pennsylvania Housing Finance Agency 

Self-Help Credit Union 

State of New York Mortgage Agency 

Texas Department of Housing & Community Affairs 

U.S. Dcparcinciit of Agriculture 

Vermont Housing Finance Agency 

Washington State Housing Finance Commission 

Wyoming Community Development Authority 



1 1 <^313 b)' provider use “Organisation Numbers’' that were assigned anonymously and not in 

•- While there are 20 data providers, the USDA data -were divided into Pirect and CJuaranteed 
two Oiganisation Numbers, for a total of 21 Organization Numbers, 

!ts Requested 

\ ntzation, CrED and EMC requeued data that W'ould en-fole analysis of manufactured housing 
! 1 itiori and performance. A total of 50 data fields were requested, none of whicii incitidcd nonpublic 
lion.’' 

Bosk: ksan cliaractcristics requested lociuded: 

- Daio (year) of origination 

- Fu'st jiavincnt date 

Loan amount at origination 

- inievest rate, fixed or adjustable 

i .ocation of home and property^ securiiig loan by state 
' i.oan product type 

- Type of mortgage insurance, coverage and company, if any 

L’lidcrwriting parameters recorded for each loan requested included: 

• Middle FKiO score 

- l.oan-to-valuc (LTV) ratio 

Dcbt-to-inconie ratios (DTI) (front- and back-end) 

•• loan interest rate 

- Monthly payment (both principal & interest, “P&Iv” and principal, interest, l3xe.s and insurance, "Pm") 

loan pcrformaiice and deltnquetKy details 'were also requested. Project participants were asked to identify 
witethcr loans were paid in full (Pi.F), current, late, or in foreclosure. If loans were late, participants were asked 
by Iww many days; 30. 60, 90, 1 20 or more than 120.*’ 

Part icipants were invited to provide the data to the extent that they were able, with the undeistanding t,hat they 
might not be able to provide all fields, or might have infojmation in a format rUfferent than tlwl i e<]uested. 
lf'( somt; cases, par licvpants indicated that they needed to compile Infonnation from more than one database 
system; for example, an origination system and a servicing system. No participant was able to provide all die 
data fields requested. 

Data Review artd **Cfean-up” 

Each participant’s total loan set was reviewed for usability and internal consistency. All second, mortgages 
{etjully loans), site-built mortgages and other non-MH loans were renvoved (SM)0 loans totaling $1,338 billion). 
The remaining loans were reviewed to ensure that sufficient information for analysis was provided about each, 
loan. {Three providers’ datasets {ola!ing703 loans for $75. 1 million were remove*! because they did not provide 
e.noagh data lor ana!ysi.s. Individual records fTO.m other providers were also removed for this reason.) After 
i-emoving unusable loans, the .MH Mortgage Data.'cet contains useable data o.n 16,557 loans totaling $.1,652 
biliion at orig>.nation. 
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Years of Loan Origination 

Loan data were received for loans originated as far back as 1982. Loans with significant remaining 
balances arc concentrated in years from 2001 through 2012. The totals by year are shown in the 
following table. 


TABU 1 - NIUMBER, VOUMU AND PERFORMANa OF LOANS BY YEAR 
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Performing versus Nonperformlog Loans 

While iiiforraatson on iiie number of days late (30, 90, 120 or more than l^) was requested, i! was 

dcSermined that in many cases a sunple binary distinction between “performing” and "nonperiorming” loans 
better served many of the analytical purposes of this study. Accordingly, all loans paid in ftxU (PIP), current, and 
59 days Jaieor le3.s are classified in this Report “performing," and all loans 60 cff more days late or toredosed 

are categorired as '‘nonperforming.” The terra “performance rate” is used in the followng discussion to indicate 
she pcrceiitage of }>erformmg loans compared to total loans in a given portfolio or category of mortgages. 

Percentages and Averages 

'labks .showing loan performan^ as percentages calculate those percentages using the current balances of the 
ioan-s, a.soppo.st-d to origination am-ounts (i.e., principal balances on the day the loans closcxl). Perccnlagos are 
shown unless the loan number is 10 or less, when the actual number of loans ami the total number ofioaiis ic.g., 
“9 of iO”) is given. 

Where other percentages appear in tables, unless otherwise specified, these are percentages of loan volume 
by dollar amount (and not by number of loans). WTiere tables ibr loan and underwriting chaiacterislics show 
weighted averages, these averages are wei^ted by loan size in dollars. The implication of thus weighting .is that 
the characteristics of larger loans are weighted more heavily' than those of smaller loans. 

Treatment of Loan Underwriting Parameters 

.Data about underwriting parameters were not consistently reported by data providers for ail loans. Loans tiiat 
were iTi3.ssi«g one or two uuderwTiting characteristics, but contained other relevant data fields, were included 
in the total dataset, .and were included for tables in vdiich the missing characteristic was not directly relevant, 
for exantple, a loatt record that contained moa of the loan characteristics, including interest rate, loan-to-vakie 
ratio (IT'V), deivt-to-i«come ratio (DTI), and loan size, but did not include the borrower’s ntiddle FiCO score, 
was included in tables dealrag with general performance ofa product or lender, but was not included in tables 
.showing average .FICO score by institution or product type. 

Table 2 sIkws the number and perceittage b>' number of loans that indudtH;! data on tluee key underwriting 
diarac.terjs!ic.s: FlOO score, LTV and DTIby Project particijiajrt (DTI is broken out as Front- End and Back-End 
ITI'I). 

Only eight organirzations provided informatimi on PICO score for 95% or more of ItiiUts, aUhougit most 
provided lids inf()rmation for some of them. (USDA and one other organization did not provide F.ICO 
•sctjres.) Virtually all Project participants provided LTV Information o« all or almost all loans. Twelve out of 20 
organizations provided DTI information: however, most did not specify whether the DTI w<is a front- or back- 
etid rivtio, a critical piece of'inform.atio.n for analysis.** So in the end, only five organizations provided useable 
DTI iit.fornjation. 
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Analyzing Data by Provider Type 

T'or a number of analyses, the <lata providers are grouped into three categories; 

- Originators, which make mortgage loans to qualified borrowers and either hold these 
loans in their portfolios or sd! them to GSEs or other investors, indudiiig Some of 
the.it' loans tnay be guaranteed by FHA Tide IP’, USDA Rural Development 502 or Veterans 
Administiation. 'Ihc Originator category includes banks, credit unions and CDFls. 

• Stale housing finance agencies (HF.As), which, to furUier their specific mission 
requirements to help low- and moderate-income households achieve homcownership, 
purchase manufactured housing loans from approved originators (lenders) in their state or 
or!g.inate these loans themselves. Some of these loans are guaranteed by FHA. Tide 11, U,SDA. 
Ru.ral Development 502 or Veterans Administration. Some of these loans may be sold by !:he 
HFA to a GSE; others rnay be held in the HFAJs portfolio. 

- UnitedStates Department of Agriculture (USDA), whidr offers the U,SDA Rural 
Development (RD) 502 program that both originates manufactured housing mortgage loans 
(“USDA Direct”) and guarantees loans ntade by originators (’TJSDA Guaranteed”). As a 
provider type, “USDA” refers to the data received from the USDA, a.s distinguished from 
data on USDA Gtiaranteed loans purchased by HFAs, which are labeled as “HFA- USDA.” 
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T'or some ?in;ilyses. Originators and HFAs were grouped together to compare witii USDA and non-MH daSasets, 

Analyzing Data by Product Type 

For some anidysc;?, dae dataset was divided into six mortgage loan product tt’pes for comparatiN o 

• Conventionai mortgage (Convrational): Loans that have S0% or less loan-to- value {'Tt'' it. <>,■ 
time o! origination, requiring a high downpayment by the borrower; lenders and irn'cstoi." gcrn.i.!lU 
consider conventional loans to be lower risk than other loan ty^jss 

• Conventional morig^^ wiflj private mortgage insurance {Coaventionai with MI or i 'Ml ). 
l.oans that have LTV ratios bstyreen SO and 98%; tbs portion of the loan above 80% LTV is insured 
b)' a ihirdparty (mortgage insurer), and the borrower covers the cost of the insuractee through one of 
se veral forms of payment 

• Seif insured mortgages (SI erS^Insared); Loans that are permitted to go up to 100% LTV but do 
iiol have third party-provided mortgage insurance. The borrower pays a higher interest rale than they 
would for a similar loan with mortgage irrsurance irr order to cover the increased risk 

• FHA-i«sured mortgages (FHA); Loans that meet FHA Title il requirements and have up to 
LTV; they aie made by FIL^-approved lenders and insured by FHA for a premium 

• l.’Sl>A Guaranteed and Direct mortgsgts: Loans to eligible rural borrowers that meet USDA RD 
502 requirements which allow up to 100% LTV; they are either originated by USDA (“Diroci" loans), 

<3r originated by another lender ^d guaranteed by USDA {'‘Guaranteed” loans) 

• VA mortgages (VA); Loans to eligible veteran and military borrowers that meet Veterans 
Administration (VA) requirements which allow up to 102% LTV; made by VyV approved lenders and 
guaranteed by the VA 

Table 3 shows the swnc infonnation as T^Je 2, this time by product hTC- 

3 ■ iUfi) Of lOANS F(m WffiKli l»«KRWRrrB(G MS BY l^dOUCT 
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For stime comparisons, FHA, LLSIM and VA loans purchased by HFAs are shown to iilustrale the per tbrvnance 
of .HFAs a.s investors iti those ty}>es of loan products. In those cases, the designations siscd are “HFA-FMA,” 
‘'.HFA-US[>A” and "HFA-VA.” 





104 


Comparing MH to Hon-HH Loan Performance 

Because e>ne of the goals of thb study viss to compare the performance of manufectured housing 
mortgage loans with mortgage loans secured b>' site-built homes, FMC obtained data from the Office 
of ilic Controller of the Currency fOCC) on first hen loam originated during the last ten years, .^s of 
ihc end of 201 !, the institutions reporting Jo and repilated b>' OCC serticed 31.4 million nnirtgages 
seexired by one- to four-family homes totaling more than S5-4 trillion in unpaid balances. Ihe OCC 
dataset represents 60% of outstanding first mortgages in the U.S. The OCC dataset does not identhy 
which or how many of its loans are secured by manufactured housing, but the large majority are 
not Mff, 

T he primary reason for seierting the OCC dataset for use in this study was that it contains loan 
perfonisance data. While it does not provide the same degree loan level data as the MH Mortgage 
Dataset, it provide.^ loan grempingsby FICO scoring and contemporary' credit risk categories (prime. 
.Ml A, and Suhprime) that allow comparisons with the manufactured housing mortgage loans in the 
MH Mortgage Dataset. In the OCC dataset. Prime loans are loans with FICO scores of 660 or higher. 
Ait A loans FICO scores between 620 and 659, and Subprime loans have FICO scores below 620. 

Tlie total OCC. dataset can be divided into three different categories: GSE loans (i.e., loans purchased 
by Fiisinic Mae or Freddie Mac), government guaranteed loans (i.e., loans guaranteed by FH.A or 
VA), cUKt loam privately owmed by banks aitd tltrifts. The GSE loan.s are the least risky and higiu'.st 
performing group, primarily because of the generally more conserv-ative underwriting policies used In 
origination. The banks and thrift loans are the ripest, largely due to the inclusion of a high nvimher of 
legacy siibprime loan,s made before the housing credit crisis changed the market. 

Tlie governrnent guaranteed loans category is the roost similar in terms of loan t\y>c, underwriting 
characterisJic.'? and borrower profile to tlte loans in the MH Mortgage Data.«:t. In both loan set.s, loan 
sines (and thus property values) are low to moderate, the average loan-to- value ratio is relatively high, 
and the borrowers are middle- to low-income households with dightly higher than average DTI ratios 
and. lower than average cretlil scores. Accordingly, in Table 4. the government guaranteed OCC loan 
.set was u,sed for comparison with the MH Mortgage Dataset 

Use of Statistka! Analyses 

In several cases, our analyses revealed products and practices that appeared to be .strongly as-sociated 
with excellent loan performance. To further test these asstKrlatiotis, a series of .statistical <:e.st,v were 
conducted to test the extent to whicit performance could be explained by traditional underwriting 
criteria, (c.g, FICO and LTV), and the extent to vdikh it ap^ared lilreiy that another factor, such as t:be 
natiM’e of the specific product or practice in questkm, might rea-sonabty be considercii to be causing 
strong loan performance. (Set: Appendix C. Statistical Analysis.) 

(nformadon not part of the original data request 

The original data request focused on loan originatioa and perlbnTi.anc.e. Information about 
underwriting guidelines and product marketing, about fees and costs (other than interest rate), 
about applicant and borrower counseling and educ^on, and about servicing procedures (e.g.. 
mcl hod.s of notification and collection) <wre not part of the original request for data. However, FMC 
subsequently fount! anecdotal evidettce suggesting that both servicing procedures imd applicant/ 
borrower counseling/educatioo might infiueoce loan performance, and issued foHow-«]) requests fi:>i' 
inlbnnation, partk'tdarly regarding how loans were serviced. 
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Geographical analysis not performed 

Analysis by gcogi'aphy was not pertbnned because of the data providers served specific and limited areas, 

and, as a result, aoy varialions observed are more likeiy to result frtMU differences among providers iiiau as a 
result of geograj.'l'iic variation. Future studies invoiviiig larger nationai datasets could support regional analyses.''' 

Analyses that couW not be performed 

Some data fields that were requested were not reported by any participant because the data had not beers 
recorded or maintained by the lender, the investor or the third party servicing company charged with 
maintairiing performance data for the loan originator or snv^tor. We brieve th^ these '.nLssiug data fieki.s 
could cewnribute to better understanding loan program outcomes and loan performance. In addition, during 
the course of the Data Project, there were additional kinds of information that were not part of our original data 
reque.st thai we have come to tuidet^and to be important to capture and analyze. 

Sojneof the paranteters that cBidd not be analyzed because of lack of data induds: 

• Borrower income {very lov^ low and moderate-income) 

• New home purchase versus refinance 

• Age of home 

• Size of home (single-, double-, multi-section) 

• FNFRGY STAR* (yesorno) 

• Whether applicant/borrower received counseling or education 

• Whether borrower received downpayment assistance, and what amount and tyj'ie 

• Net loss {loss severity) 

A further di.sc«i.ssi()n of the need for more data and anah'ses can be found in Section V. ‘“Need for Better Da.ta 
Collection and Analysis” 

Atti tv. Ill •orspn.vnttGdinthi: 
tncbidedlntfieHepoil: 
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iV. Findings 


1 , A variety of lenders and Investors provide home mortgage products to 
ownei's and buyers of manufactured homes 

ilaf a Project found that mortgages ots manufactured homes are offered by a variety of t)-pes of 
financial iristitiuions including credit unioas, banks'^ and community development ban fiiiids.-^' ’niest' 
inslitiitioHS either retain these MH mortgages on their balance sheets mdloT sell toarts to investors, 
including I’annie Mae. Freddie Mac, Ginnie Mae and state housing finance agencies, among others. 

Ihi'ce ntafor federai program.'! insure or make loans on manufactured homes; FIlATitlel (ciiattel 
loans) and f stlfi ll (mortgoge loans), USDA Rural Development 502 progran* Guaranteed and Direct 
mortgist'cs. and Veterans Administration mortgages. There are a number of additional loan programs 
in vn.rnuiit stiUSiind for certain eligible applicants, including a number of state bousing finance 
ajictti V firs! 1 line homebtiyers programs. Another federal program, HUD Section supports 
mortgiigcs, jnckidijig those for manufactured homes, on tribal lands. 

' !he Data Project received data on mortgages made in all 50 states and the District of Columbia. While 
the Data Project was not dt.*.signed to be and is not an exhaustive or statistically representative .sainp'iing 
of Mi l loan originators, the Projeitlls outreach to participants and others, and tlie data compikxl, 
.suggest that n)ortgiigc.s aa» available to at least some owners and buyers of nunidactiircd h<>rac.s in 
nio.sl. part.s«.f thccovjittry. GSE.sand many state HFA,s purchase MH mortgages. The)' have approved 
iinyrvhcro Iron) hundreds to thousands of loan originators of .dl lender types, able to sell .MH ioan.s to 
them uixier acceptable ternis and conditions. We did not seek nor did we collect a list of na>nes for the 
.subset of those GSEand HFA -approved originators who originate MH loans. 
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MH <'H'i i loans can perform as well as mortgage loans secured 
hj 'ac-'- homes 

* tn Section lenders and investors frequently believe that loans secured b)’ manufaclured housing 
iViMS'^i h.dh i-anmeMae,for example, is so skeptical about tnanufactared housing mortgages that it does no? 

iai, HfAs} include them in loan sales or securitized sales with preferred pricing- To study this issue 
if-'t i toi h I V( '<>mpared the MH Mortgage Dataset to a dataset front theOflkeof the Cornpfrollet of !hc 
\ ii f(»f r) 0 ! home inor^ages, primarily secured by site-buiJt homes.-' 

«. Comparing gcneml mortgage performance to the .MH Mortgage Dataset 

As an inusai comparison, the MH Mortgage Dataset was divided intotwH) broad categoi 'i-v bv dat ' p o\ iK 
tr <. I 'hi 3 \ loans in one category, and the Originator and HEA loans in the other {’‘noii-lJbD.A i-latuset i. ilus 
separaf !<■!!) niliiws direct comparisons betv«en and among these specific types oCparticipaling ur<'V!dt‘i-.s. 

1 hesc (iat asels were compared to the government guaranteed io-ans in the OCC portfolio rcporS, wfiich. as 
discussed in the Methodology section, are the most similar in make-up to the types of loans in ourMH dataset 
- low to moderate property values, middle- to low-incmne borrowers with slightly higher than average DTI 
ratios and lower-than-average credit scores. 


TmE ^ - peiFORMAlia Of MH jUiO acc M0S1tiA«ES 

CATAwoviMRs .. . . - ; .V. 

OCC Oovftffvnefrt Guaranteed 0s!2*{ 

• HH.Hoftgage r»rvtfai5AOataset'-v 
M( I Mongiiiy USDA Dataset 

The per formance of t he Mil Mortga^ non-USDA (Originator plus HFA) MH Dataset has a. performa nce 
profile tlrat is very similar to, but slightly better than, that of the OCC Govemmet>t Guaranteed loans: for 
OtXv 89,2% of loans are performing and for the btH Mortgage non-USDA Dataset 90,3% ate perfornMftg. The 
performsttcc of the USDA loans from the MH Mortgage Dataset, by contrast, is tiot as strattg; only 77.9% of tlic 
loans are perfortning. 

This cornparisott indicates that .some MH loans do, in fact, peiferni poorly, as indicated by the weak 
perlbrmancc of the USDA dataset relative to that of Ae OCC dataset. However, the performance of'the non- 
USDA MH loans, which Ls very similar to the loans in Ae OCC dataset, indicates that s/gwj/«cnMt mmhers of 
MH mortgage loans perform as well as mortgages made to site-built homes. 

It should be noted that the fact that, the USDA portftdio performed relatively poorly docs not indicate t!»at 
USDA manufactured housing loans always perform badly. As discussed below under Finding 6, sortie 
originators and investors have portfolios of USDA loans Aat perform well 


§9.23^ 

77.9% 
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lemi home mortgage comparison by three categories 

I 1 IT I he Methodology section above, the OCC dataset is divided into three sets: “Banks" 

I rt' n ^hvlendingmstitutionsiatheirownportfolios), “Guaranteed” (loans guaraiitecd 
> ' \ i n igeiides), and “GSE” (the highest-performing loans purchased by Fannie Mae and 

t M u ; It) Table 5. we divided the MH Mort^^ Dataset’s Originator and HFA loans into 

categories to look at pertdrmance relative to the OCC categories. The MH ‘Thanks" 
1 . < 1 \ i.t Its banks arid credit unions; the MH “Guaranteed” category inciudesHFA-purchased 

I i I i \ \ •,!„} ( loans; and the MH “GSE” category includes Originator loans sold to GSEs. 


Ihe fourih coiutnn, “MH Mtg Dataset” represents the total MH Mortgage Dataset - Including USDA 
icTans ant! loans that did not fit into the three preceding categories — rather than the sum of the three 
prccedijtg columns. 
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The table show,s that MH loans outperformed the OCC dataset in two out of three categories, While 
the Guaranteed category performed very similarly (89.2% for OCC versus 88.5% for M.H Mortgage 
Dataset performing at 59 or less days late), in the Bank category, MM ou.f:i>erforms the OCC loans 
(91.8% versus 86.4% performing, respectively). Similariy, the MH GSE loans outperform the OCC 
GSH ]oan.s (97,5% versus 96,1% performing, respectively). 

While the overall 0(TC dati\.set outperfortm the MH Mortgage Dataset by 90.9% to 84. 1%, it i,s 
interesting to note tiiat a significant number of MH lenders (HFAs and Originators) can originate 
loans that }>erforn5 significantly better than Ute comparable set of {primarily) site-built mortgages. 
Indeed, it is clear that M.H loans can perform extremely well. 
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We turn now io analysis and comparisons within iheMH Mortage Dataset FMC compared the basic 
yndt'rwriiiTYg pasaiiieters and performance of manufactured housing mortgages loans by product type 
ciat a provider type. These comparisons indicate that MH mottg^e ioaiis can perform well, with, peifor 
vary ing significantly by both product and provider type. 


a. MH hum performance and loan characteristics fy product type 
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i ' t V d "Ki'i.stnites that, as expected, there is a gcRerai relationship between traditional msckrwriSing 
• !.i u o.iii'. p-,'?k»rinat)ce: loan t>’pes with traditional underwriting generally performing wcii. 

u' idr, the Conventionalloans, ftith high average FICO {742) and low LTV (69%), perform 
. Vk-e'l, with 9S.1% of ail Cont'entionalloans performing. Surprisingly, Self Iraured loan-; also 

. 11 '-. .M.11 (91 6% performing) despite lower average FICO score (675) and much higher average 
IT’ ',-ii ln.sured loans are the second-highest perfontiing loan tv’pe, performing belU'r than 

V , 1 ,,’ .i’Un.ial MI (88.8% performing). The strong perfonnance of the Self Insured prcKluct is 

txpU rtd and discussed in Finding 4. 

i; pvS'-stha! tbevdien iheData Provider is an HFA, there is a difference in results for the Product 
ivpe. lhal r.s. U.SI>A loans purchased by HFM, broken out as HFA-USDA in the table above, also 
petTorm reasonably well, despite the fact that they are characterired by high average LTV (99%) and iow 
average I ICO score.s (682): 88-9% are performing. This performance rate compares well to the 98.1% 
lor { .onventmna! loans andabout the same as the SS.8% for Conventional with Mortgage Insiiraucc, 

II also compares lavorably with the performance m the OCC government- guaranteed loan-s (89,2% 
pei'fonningi from TabieS.TheperformanceofHFApQrtfdiosis further discu.ssedin Fin<iing6. 

Tiicse comparisons suggest that while traditional underwriting approaches are important determinants 
ofperfonnance, other factors can also influence the success of a Ioot^ portWiOi in that a loan portfolio 
ttm be sui:cess.fu] even if it characterizedby relatively low average FICO scores and high LTVs. 

h. MH loan performance and loan characteristics by provider type 

imLi 1 - toiiN oiAiSj^iiffiisncs and sv provh^b rm 
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\ -.OS- ot loan performance by tv¥o categories of Data Providers - Ori^nattys and Ut , ih 

i I III ! u'l H’rwriting criteria hav'eapredictable correlation with perxbrman^. OnpOdtor-., n^u,j,.rd, 
ni 1 . itin:;i'anks,credstunions^dCDrIs,rq>0!tedaa>!T!biReddatasetwithasignific4n!H \ i 
n 1 ll L ic O siorethan thatofaUloanspurchasedbyHFAs {740 \’s. 691>respectj\'El5).S;m?U!l% i,’!. , > 

vi' to value ratio reported bv'theCh'iginatorsrfsignificantlylower than that teonned *oi 'u O'’ 

I'L ..lui'-td b" IT! As (75% co94%, respecQvdy). TheOriginatorsdatasetperfonnedbettei tluii’ thi V\ ' 
i is.- loans in SheOriginatorsetwereperfonnmg, while only 88.9% of UFA loan . vs !:■ j . r\> in 

1 ' Is ,s u’ldt^stni’dable, given HFAs’ minion to serve low- and ntoderate-income households and tirsf-unie 
' iii'ij-iv Furthermore, asdiscussedlnFindingS.acioseriookshowsthat certain KFAs<\|>rM.-iK.d , n 
fV iv r.r. .jcf romparable to that ofthe Originators group. 

c. Underwritbig parameters and loan performance; variahility of performance 

Ihc data on loan performance by data provider (Table 8) show great variations. Several data proyider.s of all 
t)-pc5 and .sizes achieve exceptional loan performance of 96% to 99%. Performance rates for other data providers 
r.angeri tVoni 75 % to 94% with most in the eighties and low nineties. 

Many of the be.st performing portfdios included loans associated with the traditional chan5ctcri,stics of “strong" 
credit criteria: ttial is, average FICO scores above 700 and LTV below 80%; however, this ivas not always true. 
S^irnc ol the best perftirmance was associated with serving relatively hard-to-reach borrowers; for exainple, an 
aver age FKX) score of 687 and average LTV of 95. This indicates that it is possible to offer.MM morl gages with 
sustainable and even superior performance to lower-income borrowers, who tend to have less abihiy to make 
i,irge do\vnpaynient.s, 

(c. 1) Variahitit}’ of performance byproduct type 

DifforciKfl in the mix of products offered is one possible expiaitation for differences in port,foiio performance,, 
The data, however, .suggest that the same product can perform very differently by data provider. For 
f xaitrplc, Table 8 .shows that performance for Conventional mortgages ranges from 100% to 92. 1 %, wink' for 
Conventional with ,Mortgage insurance, performance ranges from 98.3% to 71.8%. 
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There is even tnore wfiation with FHA and USDA loans, generally considered to l>c relatively 
higher acdit-risk products. Performance for FHA loans ranged from 100% to 65.7% j^crfornhng. 
FeiTbrnranix tor USDA loans ranged from 100% to 31.6%. 

(c.2) Vurmbility of performance by FJCO band 

More detailed comparlsoas illustrate how significant traditional underwriting can be in determining 
the .success of a MH loan ac:ros5 loan types. Table 9, for example, shows the ditreretu'es in the 
performance of loans made to borrowers with FICO scores in different "bands” (720 1 , 680 to 719, 640 
to 679, 600 to 639, and < 600) across all product types. Comwderii^ the total of all loans, performance 
consi!iJenl.!y dedines as expected, as the FICO band scores dccUne. Ho'vcver, the decline i,$ not 
uniform across prfrcluct types. Conventional loans, forexan^)k, maintain a high level of per formance 
tlirough the top four FICO bands, btit fall off .significantly for borrowers with flCXl scores td'kss 
ihati 600. Self Insured loan.s perform well even for borrowers in the 640-679 FICO hand (a 97.9% 
[lerforinance r.ate,),, but do not perform .nearly as well fat borrowers with lower credit, scores. Ibe 
petformatKC of rH A-i.n,su.fed loans purdiased by HFAs, by comparison, falls significantly with each 
FICO band: loans made, to borrowers in dw 720+ FICO band have a performana'. rate of 95,7%. but 
the rate fails progressi vely to 93,9% for the 680-719 FICO band, 88.9% for the 640-679 FICO hand, 
78.8% for the 600 6.39 hand, artd 74.1% for the <600 band. 
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SiTiniar ^'anabilstv is oDseryed when loans are revisfe^ byinsUtution and FICO band l-ivs oi-ganszatsons 
airhii'vtxl perim mancemthe nineUesdr better even for the lo\wst scores (< 60Q FICO band). Thus, while FICO 
)s sEroiigiv rei-.ited to performance, it is neither consistently determinative, nor the only factor in determining a 
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(i'.3) VarmMUty ofperformatwe by LTV band 


Ibere is s relationship betw^n higher LTV and poor performance, aSthou^ it is not as ckar as !br 
r-iCO, For the inost part, loans of aJj product tjpes with low LTV ratios perform better than those 
with higher ones. But, conttary to expectation, for the overafl portfoJio, the performance of 'cans with 
LTV ratios of 80% or less is 89.8% — sli^tly worse than the 90.2% performance rate of loans with the 
next higher I.TV band of 80 to 90%. 
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‘Ihus, wliik LTV is clearty strongly related to performance, it is not the only factor in deiermirhng a 
loan's siHxess. 


('c.4j Perfimimnce by deht-to-income ratio band; front-end and baek-end ratios 

While a significant number of the loans in the MH Mortga^ Dataset (J 3,723 loans) reported a debt- 
t:o-inco!T>e ratio (DTI), only a small number of these loans Included irsformatitm indicating witetiier 
the ratio was zfront-emi or back-end ratio. 'Ihe issue is significant because the .same ratio has a very 
different meaning if it is a front -end ratio than if it is back-end. Front-end ratios indicate the ratio of 
numthly hou.sing debt (including principal. Interest, teal estate taxes and projwrty insurance c.x.f.>e.n.scs 
or PIT!) la tJie borrower’s monthly gross incorne. Back-end ratios indicate l:he ratio of all monthly 
debt payments, including auto, credit card and student loan payments, as well as housing payments, to 
the borrower’s monthly gross income. 

For both fwjnt- and back-end ratios, a low number is better, indicating that: the borrowfer has more 
icsom'ce.s to cover living expenses and cmeipmcies. Underwriters generally do not want, to see a 
borrower with a front-end DTI above .33, but a back-end ratio of up to 45 may be acceptable. As a 
result, it is crucial to know whether a given DTI number repre-sents a front - or back -end ratio for it t:o 
be interpreted correctly:37 would be unusuaUyhigh fora front-end ratio, but quite acceptable for a 
back- end ratio.” It. is generally understoc«l by experi«iced underwriters and anal.)'sts tiiat. front-end 
ratios no higher than 31% to .33%, when coupled with avoidance of high back end ratios (no more 
tlun 43%) tottd to be good predictors of performance, and are seen by some as having more predictive 
power than FICO score. 
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For the relatively smalJ number of loans for which the DTI ratio was g>ecifie<3 as either front - or back end, 
or where both front- and back-end ratios were provided, the expected patterns were generally observeti. For 
both front- an<J back-erni ratios, performance declines as the ratios rise, so diatloasis with a front-end D'i'l of 
less than 20% have a 95.4% perfoonance rate, but loans with a front -end DTI Gf41-50%have only an 82.05f> 
perforiTiance j-ate. The only exception to this trend is that loans with a very high back-end ratio of 50-r% 
pci forin significantly better (81.3%) than the loans in the 41%-50% DTi band (74.2%). We do not po.sse.ss snore 
dtTaik'd information, such as by-line item credit information, which might iiiuminaie why this may be the case. 
Furthenriove, we do not have the data to ejqtiain why the perfonnance rates for all DTI bands are lower for 
the hatrk- esid ratio thait for the fooat-end ratio for the corresponding DTi band, when one might expect that 
relationship to be the reverse. 

From the limited data we received, there is a suggestion that underwTitingtofrant-end DTI at traditional levels 
wili be as!!(xiated with healthy loan performance as well as sustainable homeownership costs for tlx. bewrawer. 

The majc>rity of provider datasets were not capable of providing accurate readings <jf front- atsd/or back-end 
i-ITls. As further dtscivssed In Section Y. “Need fix Better Data Collection and .Analy.si.s," l>ecause DTI is sucit art 
important underwriting criterion, better data would be of ^eat value for analysis. 

Perfarmance by interest rate band 

It was theorized that higher irjteresi rates on MH mortga^s might be associated with poorer pertortnance, 
either i>ecnuse the higher monthly payments forced more borrowers into default;, or because high interest i-ates 
arc as,sociatcd witlt more risky loans, Aa'ording^', the relationship between performance aird interest rate was 
reviewed. 

It should be noted that interest rate is only one component in the elective cost of a mortgage. A more complete 
look woiiki consider the combination of interest rate and all fees paid by the tmrrower. Ilowes'cr, as discn.s,sed in 
the Methodology section, the Data Pniject did not collect information on fees. 

Contrary to the hypothesis, Table l3show.s no rd^ionsh.tp between interest rate and performance For 
Conventional loans, which performed .similarly regardless of interest rate. For most other product types, 
performance, as expected, tends to decline as interest rales increase, although the relal:ionship is not iicarl)'’ ns 
clear as the r’clationship between ITCO band and perfixmance. The Direct and CJuaranteod ioatis reported by 
IISDA show a surprising exception: the loans with wry low interest rates (less than 4%) performed wor,se than 
those witli higiier interc.st rates. (On the other hand, HFA-USDA !oan.s .show the expected pattern,) 
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SUMMAR<r TO FINDINGS SEOKM 3 

The data, tn summay tndkate fiiaA MH I 
One of the dev drivers of th^ v^ <Sfi 
iind^ivnting critena ■*■ aedft hbstory (as. 
rissoceted whi loan p^lrifAiants. Mowe 
aitena arc not die predicts MH 
succe^fu! evvt if riot undervmtten to tf* 


4; 'Self Insured loan product stands out as assmiated with excellent 
performance and ability to reach IMI borrowers 


In genenil, strong . results are associated with the traditional characteristics of consei-vative . . 
nnderwriUng: good credit scores O-C- high FICO scores) and low debt-to- income (DTI) and lower 
loan- 1(3 -value (l.TV) ratkjs. 'ITie problem is that many low- and modcrai.e-incotne borniwcrs - an 
iinpartant. market for MH loans - cannot qtiallfy.fbr loans with strict underwriting guidelines 
(c.g. FICO scores averaging higher ihan 720 and LTV ratios at or tower than 80%). One problem is 
amassing a. large downpayment from a low income to support a low LTV for the borrower and the 
Icndcr/investor. 


There is a loan product inclnd«id in the MH Mortgage Pat^' which is nciiable in achieving excdkivt . 
performance without requiring traditional underwriting or'a reliance on government insurance. Seif 
Insured loans, originated or purchased By eight-iSt^iiatiops^'in the MH Mortgage Dataset, combine 
more flexible underwriting parameters with better perforinance than comparable products. In fact, the 
Self Insured loan product is the second-best performing l<Mn product after Convtmtional loan,s. 
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' o ns requirs lenders to manuaUy uoderwTite the loan and consider aitemah%e "mi t i 

1 tit''taticail>’usingFICOscorestoacceptor<ienyapplk:ants.Tne!eoderp>-.ces Jh k •> 

1 !) ii-.v,ofofFeringIoansapto98%LTV(iGwdownpayment)withoutpri’v’ateino{-*j ti. i 

t '< oans can be retained (not i»id to an investof) by the originating lendeis, ird V ss ii i 
i c tncm. Importantly, these loans have also been included in securitized pool I", mv^ i ' i 
h at t"iat latingageTicjes.which are required to review the loan assetscontamed m .1 i 

v, ori 4. their risk rating.have judged these Soansandtheirpricing v.'ithmapojtloiiv-> a , 1 1 ^ t 
for investors. 

sn 11 fa >1^6, Selfinsuredloansfeaturea relath’ely iowwelghted average HCOscoreio/.-)! aod 3 
fi li'i iiph \<.t ightcdaverageLTV (93%),¥et achieve thesecondbestpercenta^otpetto'nv'ivi- ('" !t 
idwcts ftir which data were received. 

/\ closer comparison bctweisi Self Insured mortg^es (SI) and Conventional mortgages with Mortgage 
hisursmce /(.Ml) allows an “apples to apples” comparison. The two loan types are similar liecause in each case 
[ <. h-iKHu ' has 1 stinngenough credit profile to meet the rdev'ant underwriting protocols but docs not have 
>>K ic lor AZCi% downpayinenL Since the CMI product generally releases insurance when home values 

]( ‘ h0\ I 1 labh i4, which provide a comparison between SI and CMI, shows only SI loans with Ll'Vs 

'’rcd'frthu.h-'i'i, - 
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TIM! 14 - l@M WITH M 
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ot'ncr ckarculeristics. Amounts in thousands) 
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Self Insured loans have a lower average L’l'V than Con''-'entional loans with Mortgage InsiirarKC loans 
{92,8% versus 94. ^%), and the average FICO score is significantly lower for Self Insured loans (675 
versus 713) than for Convtuitional loans with Mi. Inter«t rates are higher for .Seif Insured than tor 
Conventional with MI {7.0% versus 5.9%). 

Average loan .sizes arc substantially tower for Sdf Insured ($60,907) than for Conventional with Ml 
(S94,653), Weighted D'I'I is lower for vSdf Insured loans compared to conventional with MI (.35..3% 
verstis 38,4%). 'Jhe lower average FICO and lower averai^ loan size together sugge.st that, borrowers of 
the Self .insttrtxi prodtict are oflower income than Conventional with MI borrower.s.’^ 
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Despite underwriting metrics that are less stringent, and borrowers apparently relatively ot'l.’ a. r ^'uOlU^-^, ; le 
Self Insured loans in theMH Mortage Dataset perform better than the Cont'entional loans mil' \k>'-n;,vx' 
insurance, with a 91.5% performance rate versus a 88.8% performance rate.^ The perform nve i .'■j-Iis 
suggest that the Sell' Insured product, with its manual underwriting of applicants, produces jcsuii^ dud .ste 
highly cnmpctith'e with Conventional mortgages with Mortgage Insurance, and allows nonlr.ui.t u i i.'i i>sii 
creditworthy borrowers to access affordable financing.^ 

U is true tisat for lenders originating loans, manual underwriting costs more thanthe useorauftim,''.'.'. 
underwTitingsy'Stems. In ^mcrai. a loan officer working with an applicant can deliver an earlier otUoorae 
through auuxmalcd underwriting systems which are designed to ddlver pre-qaalificaiions on the .■•poi 
iiriderwTiting, by contrast requires experienced loan underwriters to paree individual trade line itcsus ;n 
an applicants credit report, and to review and underst^d nontraditional credit Because oCspeed and cost 
consideralitxns, nxost lenders do not use products that require manual underwriting. 

To offset jwtenliai higher costs of manual undervvriting. Self Insured ioarss are priced higher (based on review 
of weighte<i averages) than Conventional with Ml (7.0% for Self Insured \^rsas 5.9% for Conventional witl i 
Mu. fhe h'gner interest rates provide additional margin, while the slight edge in loan pcrtormancc ol the Self 
Insured prodiKit suggests that manual underwriting can pay' for itself and even lead to belter uivestor vickls. 

At the same tune, the SelfInsuredp.roductsrelativelylQwerFlCOscoresandhigher LI Vs suggest its 
marijinallv higher interest rates may not be a barrier to efftxrtively meeting the home finaitce ncei.is of 
LMI borrower.s. 


In addition to manual underwriting, another factor ffiat may affect the SeUTnsured products sucoessiii! 
performance is homcownership education and counseling. Some of the organizations providing this product 
offer this service, however, the Data Project did not collect adequate information to analyze it.s po.s.sible elfect.'’" 
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ok at a period, 1998 through 2011, during which the large maiority of loans 

sge Dataset were originated, in order to see how avera^ weighted FICO scores 
c 1 p liuctaatedb)' year and to compare the Seif Insured product to others. Self Insured 

ely young as a product, were first reported in 2005. In general, the average weiglned 
* i o 'cr^clfInsu^edioansby¥earts^nthesameraIlge(mid^Jsto!ow7W3s)asthesco!■esfor 
O ■' c JsDA loans purebred bystate HFAsduringdiesameperiod. Thissuggests that SI can 
dit borrowers in a manner similar to the government insured programs. 

i t. u T vlf’o'^ured loans have not yet achies’ed parity in terms of s:ale vriUi Com’entionai with 
' 1 1 > in^,iirdnce loans, tiieir performance and their ability to reach iowdowapaymcnt. lower FICO 
1 1 1 stem sm'y iower'income families suggest that this loan product deserves more attention froiri 

ve-stors. Further, since Conventional with Mortgage Insurance products are currently 
! iJH 0 oliUin in man)' markets, and when available often do not support lowdownpaymesst 
appitcants vnth lower FICO scores, the lise of Self Insured loans can meet a significant maricct deniand 
I bi ppitTrcn! tig government insured loans to &iance affordable homeownership. 


5. Performance is driven by high-touch loan sendcing 

Sec'cral of (lie lenders and investors that participated in the Data Project retain servicing rights to their 
loans rather than relying upon thiid-party serviem. Instead, they use their own servicing divisions 
to employ M'hat recent improvements in the loan servicing industry would call “high -touch” scrv'icivig 
protocols.'" Ihc data suggest that such ‘‘^if-serviced’’ loans owned by these lenders and investors 
perform significantly better than those serviced by unaffiUated third party servicers that u-se tradiLional 
loan, servicing approaches. “Seif-serviced” loans perform better regardless of loan type, and perfor.m 
better even when underwriling metrics are considered. 

This wa.s an unexpected and significant finding from the loan data, as information ab<mt loan .servicing 
was not a part of the initial data request. Initial reviews of loan performance indicated that some 
organizations had particularly strong performances follow-up with these organizations suggested t.hat 
their approach to servicing was driving superior lo^ performance. 

.For the purposes of comparison, the lenders and investors were divided into three groups to facilitate 
comparison. All members of the Originator group retain their servicing ancl/or use “high touch” 
.servicing protocols, and so the Originator group is one cat«^ory (All Originators.)’^ A second 
group i.ac)udes two UFAs, Pennsylvania Housing Finance Agency arkl Idaho Housing and Finance 
A.ssociation (PA & ID). Both these HFAs require loans to be sold to them servicing- released, meaning 
that the HFA. purchases both the loan asset and the ability to service t.lM; Itjan themselves - to collect 
payments from the borrowerfs), matvage escrows and woric with the borrower(s) if they becimie late 
on payments - or to hire an outside third party servicer to do the work. Both I’ennsylvania and Idaho 
HFAs use their own internal divisions to service the loans using very high-touch protocols. Together, 
they form a second group for analysis, 
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■[lie other .state HFAs in the MH Mortgage Dataset, by contrast, rrtain outside, national third party loan 
servicers W provide services for a fee. These other HFA.$, other than Pennsylvania and Idaiio, conststiite the 
third group tw comjsarative purposes (Ail Other HFAs). 

T wo caveats shouid be noted in the conqmrisons between the Originator group and the two H¥A gro«['S- 

• Two OiTbe Originators offer a more limited number or ty’pe of loan products (not ail ihc jirodiict 
type.s listed in the following laWes); and 

• One large Originator by volume uses underwriting approaches that are more conservative than 
those of either HFA group. 
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7h< tw'i gioups using high-touch serv’idng, Originators and PA & ID, show better performance than the third 
g!-oup. 'H iese results hold across all six loan product types except, in the case of Originators, for the SI product, 
where Originator performance (90.6%) is slightly worse than feu" the other two groups. The PA & ID group's 
performance is signifkantly better than thatof All Other HFAs, and slightly better than that of the Originators. 
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Acro,« virtually al! ITCO and LTV bands, ID & PA loans perform belter thatt the Ail Other HFAs grotip. 'J'be 
Originalor (All Orig) group generally also outperforms the AU Other HFAs. 
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im£ m - iOiM nmmmmci by sEi¥K:»^^ w^sn^wi (^ssmi^sucs 



s ’ i. f >''vMhk’ explanation for the superior performance of the portfolios of the PA S: ID HPAs and 
‘ IS that they use mors demanding underwriting criteria. Table 18 ^ws details for some 

o! the ddlerejices in the underwriting used among the three comparison groups. Uwins owfU'd by PA 
ts-ID havesiighdy higher weighted average FICO scores (a 10 point difference) than All Other HFAs, 
bur have weighted average FJCO scores that are 39 points lower than the Originators group. They 
fiave lower weighted averse LTV (3.1% lower) in comparison to ..AH Other HFAs. interest rates are 
ioivev for PA & !D than for All Other HFAs {Idbasis points difference). The vreighted average age at 
defauii ( Age) tor ihe.se ri^’Q datasets indicate that PA & ID loans take longer (four months on average) 
to .becovne nonperforming, which could mean either that the applicants had greater resilience irom 
stronger «riderwritingcriter!a,of that the early intervention by the servidng systems for PA & ID 
support better loan }>erforman« in the long run. 

The PA & portfolio and the Origutator portfolios perform very similariy, with 97.5% ami 96..!% 
perlbrmance rales, rc-speaively. PA & ID achieve slightly better performance even though iheir 
umierwrifing parameters are significant!)' less conservative that titose of the Originators group (i.e.. 
average !.TV is higher atrd average FICO score is lower). 

The Jifiereiices in underwriting parameters betw'een PA & ID on one hand, and .Ail Other HFAs on the 
other are modest .So. while more comservative underwriting may a fector in tlie bcHter ptmformance 
of the Originator group compared to the All Other HFA group, the diference in the performance 
of the PA 8f ID portfolios compared to those of All Other HFAs is so large that: it cannot be fully 
explained by modest differences in underwriting between the twa The loan servicing protoco!.s «.sed 
by PA & ID thus appear to be the primary driver in their improved loan performance. 

6. HFA-purduTsed USDA loans perform better than the USDA-provUied dataset 

Lower-incorne families with lower dciwnpa)Tnents and lov?er credit scoring often rely on government 
insured or provided loan programs for their mortgage finance options. In looking at. one such program, 
the USDA .R.ur3l .Development 502 Guaranteed pre^ram,. the loa.ns purchased by state ho\!.s5ng fniance 
agencie,s perform better than the total .set of loans originated through this program. I’abk 19 compares 
USDA 502 Guaranteed loans purchased ami reported by HFAs to the Data Project to the data received 
from USDA under the FOIA re<^uest. for both the 502 Guaranteed and the 502 Direct programs.'^'' 

.In it.s FOIA request, the Data Project requested the data dements, including FICO scores, shown in 
Appendix .B; however, the response did not include FICO scores. Consesjuently, Table 19 does not show 
weighleti average FICO .scores in tite U.SDA Guaranteed and USDA Direct coiunvns. The relatively low 
weight:ed average FICO score for the .state HFA-purchased USDA loans of 682, even though titere is 
no data foi- comparison in the USDA columns, suggests that the participating state HFAs do not only 
purchase high-credit borrower USDA loans from their approved iender-s. 
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■(tie weigbscd average LTVs for these data providers altow direct comparisons. The LTVs are higher for state 
HI-;\-puvchased USDA loans than for the general market data provided by USDA for the Guaranteed program 
!^y two percentage points (97% for the general USDA maricet 99% for state HF.As), wlrich siiggest.s that 
the superior performance ofkians purchased by state HFAs is not the i-esult of the use of more conservative 
underwriting criteria. Weighted average interest rates are lower for the state IfFA loans by a fisl! SO basis points 
{6.0% for the general market versus 5.2% for state HFAs). Lmver interest rates can improve loan petformivnce. 
outcomes, although t);ey may also be a reflection of higher loan risk. 

It is intcrcssting to note that the USDA Direct loans report better performance t han USDA CJuaranteed (82,3% 
compart'd to 76.8% performing). 

In .summary, .HFA-purcha.scd USDA Guaranteed loans perform significantly better than the USDA Giiarantecd. 
general market data provided through the FOIA rei^est (88.9% compared to 76.8% performing, respectively}. 
From available data, it does not appear that more c<Misen^Uve underwriting is the driver for this improved, 
performance. Factors underlying superior HFA performance as discu,<wed in Fi.ndi.ng 5. inchidiog manua.i 
u.nderw'rit:ing and “high touch" loan .servicing, and possibly homeowner education and counscli.ng,^^ are likely 
to also play a role here. Additional data will be needed to more fully analyze this question. 
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V. Need for Better Data Coliection and Analysis 

Out; of the iriosl cJenr and pressing recommendaUons that emerges from the Data Pnrjcet research 
iinti findings is for heller dafu collection and analysis. Despile the Hesitations of the data, and the 
challenges involved in their Snterprelation, this study deinojtstnstcs how data compilation ami ana.lys.is 
ca.n produce findings that will benefit lenders, investors, government programs, hninehnyers aiK'l 
hojnt.v.>w.ne.rs.. More and belter data will alUnv even n>ore questions to be aitalyxixl and answered. 

A.S ii starting point, it is critical for lenders and others to comptk and analyze basic loan characUTi.si:ics 
and performance data, such as the data fields used by the Data Project (see Appendix .11 fora foil list), 
'Hk; Data Project Ibtmd that existing systems do not consistentiy capture and report .such data, wHlh the 
rc.suit that some qiieslions could not be answered, and that a great deal of effort was required to dean 
and starKiardize the data that were collected. Some Data Project participants had difficulty extracting 
basic information, .sometimes externally maintained and sometimes from multiple dafal>nsc,s, Not even 
a ,si .nglv! Data Project participant was able to provide all of the .requested basic data fields. 
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bta fields, debt-to-income ratios, and whether they are front-end or back end t alios, is one 
W n fie t-.'here basic data osilection and reporting needs improventent. Whether or not the home 
i i <;TAR*criterlalsanotherbasicd3tafieidthaEwasnotavailable,butwhichv.-ii! provideessemiai 

E the increasingly important issue of the relationship of energy efficiency to loan pcrfornsance. 
‘ I i tuM mst participants could nert i^ortalso included such important indicators as wheilter the lionje 
the age of the existing honte; whether the home is single-, double- or msiiii- section. 

1 >i en h> tlu basic elements listed in Appendix B, we recommend that the following additional data 
I 1oi 1 t on astently recorded and reported. 

• Applicant counseling and education 

• Borrower counseling and education-’® 

• Whether borrower received downpayment assistance, what amount -and type*^ 

• Identification for regulators and investors whether retained selt-ser%dcing or third-parrt’ loan servicing; 
and whether standard or high-touch 

• Itetnized fees, points and other costs, and whether they are included in the financirig 

• Net loan recovery after foreclosure 

• Typo of land teiture: fee simple, resident-owned or cooperatively-owned community or other 
community’' 

• Specific MH loan identification for Home Mortgage Disclosure Act (HMDA) and other 
regulaletl and nonhank mortgage lender reporting recjuirements 

Data and analysis arc ftiitdanjentai to understanding the factors tiiat contribute to ban pctformauce. Improved 
a.nd standardized data coilectii.ui and reporting is an urgent need, which can provide imporlaitt support to 
tlie nation’s affordable hou.«ing sectrffs in many ways, including finds that can improve loan underwriting and 
investment practices. 



126 


VI. Recommendations 

Our recommendations for action fall into three major categories: 

• Improve the quality of data and analysis on affordable loans for manufactured homes to 
build the evidence base needed to attract more lenders and iovestment 

• i’romote product development and innovation amortg lenders and investors to generate 
higher volume of affordable MH loans wish sustainable performance 

• Mobilise a range of stakeholders to integrate the comprehensive MH value proposition 
- oiie shat accounts for energy efficiency, cost savings, housing choice and more - itiio 
mainsU'campoliciesshapingtheftitureofhousingaftjrdability in the United States 

Specific sieps to consider under each heading follow. 

i. huprove the quality of data and analysis on a^rdabte loans foi* 
itsanufactured homes to build the evidence bass needed to attract 
more lenders and investment 

Using data based analyses to increase understanding ofhow loans perform will reduce uncertaiitfyat id 
tluaiUify risk. Our cifoils to date show that improv^unents are needed in three main areas: 

> Collecting specific data cJenients, many of which are common to both MH and tton-MH 
loans, that can enhattceour understanding of factors that affect loati performance and the 
ability of prodtjcts to effectively serve loav- and moderate-income borrower populations 

> Standardizing data collection, and doing so to the extent possible for both MH and no.n- 
MH loans, to ensure greater consistency and to reduce the expeuw: of conflicting rqjorting 
requiremeats 

s- Providing for the regular teporting and sharing of data for research and analysis 
Specific steps to cojisider; 

• GSEs, investors, ieriders and regulators adopt data collation protocols that provide 
•for more cotnpiete and reliable <lata (See Section V of the Report for a complete list 
and discussion). 

0 Since borrower counseling and homeowner education appear to be corre!alc\l with 
improved loarj performance, appropriate indicators should be includetl in standard 
data collection protocols 
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o NeighborWorks* Acjerica, HUD and HUD-certified housing counselors and oUsers siiould 
help to identify the two to three datapoints that will refiect qualit>' and intensity of borrower 
counseling and homeowner educatitHi, such as compliance wUh National Standards for 
Homeownership Educati<m & Counseling and HUD approved housing counselors 
o Net loan recovery after default data are needed to measure loss severity 
Ij! casponsorii’.g the National Mortgage Database (NMDB), the Federal Housing Finance Agency 
(FHi-A) and C-onsumer Finatveiai Protection Bureau (CFPB) ensure that MH -- both mortgage a!;d 
chaitei loans -- is tuUy represented 

0 Oisiinctjons in theMH finance landscape (for examine, the market penetration ot specialized 
chattel lenders and the exemsioa of much MH from MIS-type databases} are recognized and 
appropriate adjustments made as needed to capture MH in the NMDB 
0 Datasets from IIFAs/Natlonal Council ofState Housing Agencies (NCSHA) (i.e. Stale Street 
HFA database for Treasary), GSEs and oUters are used to enhance the NMDB 
Fannie Mae and Freddie Mac, with oversight front FHFA, Ginnie Mae and others work with the 
Mortgage industry Standards Maintenance Organization (MiSMO) and others to'svard uniform ioaa 
data dcli^-cry protocols that ensure that MH is folly reflected with sufficient detail to track and atsalyze 
MH loan performance, and that the data elements preposed in Section V of the Report are induded. 
MH should also be folly reflected in the Uniform Appraisal Dataset. These efforts arc facilitated b)’ the 
support and cooperation of 
o HFAsandtheNCSIU 

(> Banks and non-depository institutions of all sizes and their associations 
o Credit unions, their organizations and the National Credit Union Administration (NCUA) 
Chattel iende.ts, American Bankers Associ^ion, Community Banl^rs Association, GSEs, NCUA, 
Housing Finance Agencies not already participating, lenders and investors join the original Data 
Project Participants to share and suj^ort the sharing of non-personalty identifiable information, on MH 
kmn origittation and performance on a regular basis with the MF! Ixtan Data Collection Project., to be 
managed by I'M HOME or a succe,<!sor or^nization, in order to increase the body of understanding 
and co.ntribute to prrxluct innovation. To the extent that the National Mortgage Database demonstrates 
that a .separate MH l.oan Data Collection effort ntay no longer he needed in the future, this effort can he 
redirected toward data interpretation, analysis and applied research. 

HUD, ( 7 FPB, USD.A, private foundations and other stakeholders provide financial a.nd in-kin<i support 
(stid'i as research and software .support.) to continue the MH Loan Data Collection effort an ongoing 
ba.si.s and financial suF^iJrt for ongoing rcseardi that analyzes loan originati.oit and perforin.ancc, 
i.nduding geographical and other variations, based on improved tiata reporting 
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H. Promote product development and innovation among lenders and 
investof's to generate higher volume of affordable MH loans witfi 
sustainable perfomiance 

As ilhistrated iti the Report, a number of lenders and in^'estors have already starcessfiiliy demonslraled 
product iin tovaUons for manufactured housing mortgages that produce sustainable performance. As 
the rcsuil of tuture trends such as state-by-state adoption of the Uniform Manufactured Housing Act, 
demographic pr&ssures for housing affordability and the fact that MH delivers the lowest unsubsid bed 
cost of a)] single family homeowner&hip typ^ the market can be expected to grows as will the need for 
product innovations. 

Specific steps to consider: 

• G.SEs, USDA, HUD, FHFA, CFPB and others -work to eliminate barriers to MH bans and 
ensure equal treatment of MH for financing, downpayment assistance and other programs and 
supports 

• Agencies, institutions and assodalions, such as but not limited to HUD. CFPB, Fannie, 

Freddie, NCfSHA, NFCDCU, CUNA, NCUA, share the findings of the Report widely through 
confcrsrices and publications both within Aeir own organisations and with otlrer key 
audiences (such as Ginnie bfae, other secondary' market players, private mortgage insurers, 
financial trade associations) to make the case that MH lending can be done sustainably atid to 
encourage product innovation growing from the Reports findings about specific factors that 
are associated with exemplary loan performance 

• Irsdirstry .leaders .sudi a.s Pennsylvania Housing Finance Agency and Wyoming Community 
Development Authority attract matching funds in support of their stated willingness to 
commit some of their own capital in order to create and esj^nd sustainable MH. tnor tgage 
pr<.Kiucts. and they are joined by others in similar efforts on regional and national levels 

■ .Private mortg-age insurers, other interraediaries and im'estors. supported by GSEs, NCSHA, 
NFCDCiiU. CUNA, .NC'UA and others, utilize the Reports findings to develop and expa.nd 
pi'odncts that incorporate features such as bwer downpayments with "high-touch" loan 
.servicing, manual underwriting artd applicant/borrower education and counseling on a 
profitable bas!.s 

• NCS.HA encourages HFA-S to proliferate “best practices" in MI-T products among their 
fueinbers through educatio.nal efforts and support of creda.enhancctnent .strategies to increase 
siistainabk’ MH lending amotig HFAs 

• GSi;.s incorporate MH ir»to their “standard and prerasum price” offerings and contracts with 
HFAs ami others 

• NFCDtlJ, CUNA and othersworkto develop products and approaches to increase credit 
union offerings with support from NCUA for sustainable MH lending by the credit unions it: 
regulates 

• CDFI Fund and others support the tievelopment eff social enterprise-driven product 
imiovations to spur the growth of affordable MH single family lending by CDFH. community 
bivnics and others to rjteet LMi household needs 

• GSEs, HFAs, other investors and lenders provide Informed and positive input as stales 
cci.!isider adoption of the Un:ifonii Manufactured Housing Act 
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iii. Mobilize a range of smkehoiders to integrate the comprehensive MH value 
proposition — one that accounts for energy efficiency, cost savings, hoiisif>g 
choice and more ~ into mainstream policies shaping the future of housing 
affordability in the United Staws 

'Il\e value pro'^Kssifion for manufactured housing is compeliing and multi-faceted. In today's cnvirt^nment, in 
wliich budget tieficits and fiscal austerity share the stage with an imperative to find a path toward economic 
gtx^wlh and financial security for working- and middie-class Americans, manufactured housing represents an 
import ant, positive tacior. Some ofthe many poiic)'opportiiniti« to istcorporate iheMH value proposition 
indiicle: 

0 Disaster planning and recovery; 

o Veterans and military households’ need for affordable housing and financial security; 
o Reduction of federal fiinds for affordable housing; and 
o Hnergy efficiency, which will reduce overall housing costs. 


Specific steps to consider include; 

• Department of llnergy, HUD, utility companies and others join with practitioners, rttiearchers, stale 
energy tdlices, and industry to identify and measure the economic impact ol'biH energy efficiency 

• HUD, other Federal and state agencies, planning grotq?s, utility companies and housifig organizations 
review MH tocisnology, b>’ studying the work of Systems Building Research AUiance and others and 
cotvtniissioniiig additional research for its potential applicability to issues of health, aging, density, job 
creation, disaster response, etc. 

• MUD requires that MH should be incorporated into Comprehen.sive Plans where appropriate; .state, 
regional and metropolitan planning offices and commissions, induding traissii-oricnted and "stnart 
growth” efforts, incoqjoratc MH into plans where appropriate 

• Lenders and investors, induding GSEs, work with The Appraisal Institute, state, appraisal orgatiixalio.ns 
a.n<i otlicrs to expand training programs for appraisers on how to better incor{.H,)rate energy efficiency 
itvto valuation of lioines, including manufactured homes, and to implement other reconi.nK'rid<it.i{,>ns 
frotn the report. Real Homes, Real Value: Cliallertges, Issues md Recommendations concerning Real 
Property Appraisals for Matiufiiciured Hornet'* 

• HUD, CDFl .Fund and others provide fmandtd and in-kind support to research into ways to expand 
.nflbrdahlc mortgage finance to .MH serving Nath'S American households, including MH on triiua! .lands 

• I’M .HOM F.i Network incmbers join with affordairfe housing networks, liousing counsel.ing 
organizations. Assets & Opportunity Network state and local lead organizations and members and. 
others to educate themselves about MH and to incorporate M.H info planning, policy and advocacy 
activities 

• Assets Sr Of^ortunity Network organizations and memben? are educateti about and integrated into state 
efforts that emerge around the Uniform MH Act 
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A,PP£mOBX JK 

COMPARISON OF CHATTEL AND MORTGAGE 
LOAN COSTS AND PAYMENTS 

' .(loparisuns Mavccji the oKts of an MH Mortgage loan and an MH Chattel loan are not an easy 
< A ^ TO .ippk s ' comparison. For the purposes of this effort we will ssy the loan applicant is 
1- t multi-section MH home widt a number of accessories from a fardter/deakr who is 

. ! A iny It bui’ding a foundation acceptable (or chattel loans and placing it on a lot The “ail in" price 
ui , [s'lj ,10 vnount that allows for SiOO.OOO® in loan financing. The broker/dealer financing arm Is 
‘a I inp ’I’' applicant either Mortage or Chattel financing. 

To support a better compartson, the foUowing are some assumptions about the transaction about the 
loan applicant and the iender/investor; 

.•\Pri.iC;>.,NT.<TR.A.NSACTION ASSUMPTIONS; The applicant has a mid-FICO .score between 650 - 
6S0 and a .5% downpayment We will aMume the appiicant and the transaction is “apprOTed" for this 
loan under all requisite debt-to-income ratios and all other underwriting requirements (aUhotigh the 
lower monthiy payment that the Mortgage loan provides w’Ould allow a much lower -iiiconie applicant 
to be qualified). 

■MH HOMS FOUK.Or\TION ASSU.MFTIONS: MH home foundaticui requirements for a .Mort gage 
loan ai'c more stringent than for a Chattel loan. 'We will add an additional $6,000 to the .Mortgage loan 
amount to accommodate these more stringent requirements. 

LOAN PRODUCT COMPARISONS; This applicarrt will be offered an FH.A-insured Mortgage loan 
for this purchase (through a wholesale lender) and a Chattel loan through a major chattel lender*'* 
thu'rent. rates may be different. Both loans are presented with zero origination (no points) !ees, 

I.Oj'^.N FI-,E {!10MPAR1S(5NS: There is a variation among rates and foes charged by different lenders. 
The Chatte! and mortgage loan fees used are from published and available schedules. There ma)' l)e 
other fees and expen,ses involved in specific circumstances th« can significantly increase Giattel or 
Mortgage fees including: lot rent(s); prepaid Interest; HUD or other Mortgage insuranix; oihers. 

TiGHTf-NI NG OF CRRDIT STANDARDS IN LOAN UNDERWRITING; We believe that in the 
current .market environment, an applicant with a FICO score below 6S0 will have a very difficult time 
sei:s,iring a Mortgage but could get a Chattel loan provided his/her FICO score is not lower than 630 
(or the equivalent of 630 u.slng alter.nati\!ie credit underwriting allowances). There is then a thin .slice of 
applicants who can on.!y access financing in the Chattel, but not Mortgage, market (generally, between 
6.30 - 650 PICO). This generalization may not hold for all aj:T>licants but docs for the vast majority, as 
each homebuyer brings many strengths (and weakiMSses) which could allow a lender to waive certain 
loan underwriting requirements. 

There are Chattel lenders whose loarj interest rates are lower than those provided below. Itowever the,se 
lower rates require a much higher FICO score, which over 70% of ho.me buyers do not posses's. 


• s chAr.c! kicr, ar^cur-t but ailows a r^ic-re eircct co-'roi-iso.R vAh a mcirT^^ arrovAt of in eaofJ scii . 
on ri'sSsAk's Aeguit 20!0 ichsoite- 
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MON THLY PRIN'CIRM. AM) IN I KRHS'I' CALCULAl IONS 

1 ) FHA insured real estate S 1 06,000 mortgage with a 5.375% fixed rate with a 30 year term through a 
wholesale lender, 

P & I (monthly) = $594 

2) Chattel loan of $100,000 with a 10.99% fixed rate with a 15 year term (maximum term allowed) through 
their wholesale division, 

P & I (monthly) = $1,136 

(H CSiNG CDS TS i'NO T iNCI.UDING DOWNPAYMENT) 

1) The FHA mortgage loan, on average (national) closing costs are approximately 3 - 5% of the sales/loan 
siM. Mortgage loans require many fees including: title insurance; recording; appraisal; flood cert; tax 
transfer and/or sales tax = 

FHA Closing Costs = $3,250 

2) Chattel loans require lower closing fees, but these fees vary widely depending upon the state in which 
the closing takes place. Ihcse fees can include; appraisal; flood cert; title cert and tax transfer and/or 
sales tax. Very often these and other fees can be added into the financing by the chattel lender so it can 
be difficult to compare chattel loan dosing costs to mortg^e closing costs. If the above costs were not 
added to financing they would approximately equal = 

Chattel loan Closing Costs = $1,275 

CONCI.l.YlONS: 

From these assumptions and this comparison, the dosing costs for a Chattel loan are much cheaper than the 
closing costs for a Mortgage loan, approximately $2,000 less in total. 

However, the difference in monthly payments between an FHA Mortgage loan ($594) and a Chattel loan 
($1.1 36) equals $642 per month. In less than four months ($642 x 4 = $2,568), the borrower using the 
Mortgage loan would have recovered the higher closing costs and would continue to save $642 per month 
during the remaining loan term. 
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APPENDIX B 

FULL SET OF DATA FiELDS IN THE ORIGINAL 
PROJECT DATA REQUESTS 


'> )[' ' hv.>’ Stale or Chattel 

t SI t' 

. ^ \ '‘i.maitY/N 

f 111 n_ip'od'' 

Countv 
N , 1 O 

i C -it* . \ A 
Ml c.ompaiiV' 

i \t TtifL (f> > yo.etc-) 

Siiiole- - doitbiC' or mutti-section 

l(Mi iinc ( unMn!!'ii)ai,FHA, VLA,etc. 

I'rmcipa! & Interest (only) 

PlTl 

lien Position, first - \ /N 

loan - Chattel Mortgage or RISC 

Dociiivicntation -■ Note or Mortgage 

Self Kmjiioyed - Y/N 

Debt-tO" I«c«r»e Ratio 

Intensst. Rate (S’ (?.!osi.ng 

Appi'<ti.sa! Type 

riownpayment (actoai amount) 


Ori^nal Apprised Amount 
Lo8ii-to- Value Ratio 
Loan Amount 
Amortization Term 
Original Term 
Model (home) Tear 
Manufacturer 

Home Sales Company Unit invoice Cost 
New Home - Y/N 
Prior Bankruptcy' 

Current Loan Amount 
Remaining Term 
Balloon - Y/N 
First Payment Date 
Paid Through Date (as of) 

Mid FICO Update 
Current Months Delinquent 
Interest Paid Through Date 
If ARAiI, current rate 
Date of Foreclosure 
Outst^ding Principal @ Foreclosure 
Costs Accrued from Foreclosure 
Disposition of Foreclosure 
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APPENDIX C 
STATISTICAL ANALYSIS 

>1 i jitrf.paiinsight into the {actorsdrivingtbepertbrmanceofthe Self insured and Coii.t t i 
•> ‘ ' 1 4‘' teiirancevSe\’er5l statistical tests were perfornied. As discussed in Finding 4, ti ^ i ' 

I . < s » g? Ltnat the Self Insared loan produrt performed better than Conventional loam v\ ik 'l.r ^ 
I 111 ir, , (i.'-.j«cabwera\erageF1CO score and higheraverageiTVlittv^ decided thatfu'tii i nI' i n 
<< iP -’i uiiiiu' ted to exolore these relationships in greater drtaiL 


i i t im -A rigorous analvsis or whether there was diftereace in theperformancc ot e Sl •' iiniwis 
. < nioTigagvSwith Mortgage instiraiice and Self insured mortgages), the Chi- Square test ior 

1 fi ji I <<* ns "^i-sttgo-icaj variables was conducted- The analyses indicated that there w i, 

I I'l 1 1 '■ti (it> nshii between loan type and loan performance. In other words, Self Insu'-ed lu iwjw" ' 

< 'I a t Cupicnttonal despite the differences in the borrower prohles (i.e. the iKs.'rowcr.s i'! ie it k''-, oJ 
! I k ^ n., ') t l.>-r LT\ ratios andiower FiCO scores on av’erage than borrowers of Conventional icin'- wim 
M i < liHiau-'' 

RESULTS OF SPH.ARMAhTS RHO TEST 

Bivaf'iate analysis (the Spearman’s r test) was conducted to te^ the relationship tetween interest rates LTV, 

FKX) and perfortnance for lx>lh Conventional loans with Mortgage Insurance and Self .Insured loans. Similar 
cesuits were obtained for both loan types (see Table 20). LTV and interest rate were moderately carteiattxl witlt 
peTt'oi-fnance for both loan types. FICO score was weakly correlated with performance for both loan types., 

Because interest rate is correlated with FICO and LTV' it was decided that a multivariate analysis would be 
more u.scfu] i.n looking at the relationships between the dependent and independent variables, in nmitivariate 
ana!y,si.5, one is able to examine the relationship between each independent variable and tise dependent variable, 
coiil roliing for all of the citlier independent variables in the model. 

TsESUlTS OF LOGISTIC REGRFdlSlON TEST 

['egression was conducted to test the relationship between iiderest ratfi, LTV, FICO score and 
pe.):fomia.iice for both loan ly'jres (i.e. LTV, FICO and interest rate were Independent v-ariabies. and perfomtance, 
exp,i'i:ssed as a bisiary variable, was the dependent variable).'" 

The ! (;si5.k,s for the Conventional loans •with Mortgage Irtsurarice indicated that higher ITCO scores and loiver 
.IT'V ratios were correlated with better pcrfomancc. Interest rate was not a sutistically significant, driver of 
performance. {'!hc results for FJCO and LTV were statistically significant.) 

Th.i;: I'csiilis for same tests otj the Seif Insured loans were considerably different. Higher l.TC(!) scores were 
con'clated >vit}i bettijr performance, alfoQUgJi the relationship was not as strosig as was the case with 
Conventional !on.ns with Mortgage Insurance. There was no statistically significant relationship with e.ither L.TV 
or interest rate. 
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‘ I cj here -a '^tiiking difference in the relationship between LTV and performance for Sefi 

I lu ips as n V mcreases, the Self Insured loans are more iJkdy to perform -well This contrasts 
' 'n iNpivaJty observed relationship between loan performance and LT%':that,di other things 
I .11 t lower LI V '^dUos are coirelaJed with better loan performance. 

1 1'* 'iKiimcs utjport iPe premise that Seif Insured Joans perform as 'weii as or better than 
C ,onvt'ntionai usans with Mortgage Insurance in spite of the less conventionally desirable underwriting 
(ft , 1 j be< arise of factors other than traditional underwriting variables. The results of this 
t.iti iiw>l uiiwi lend upport to the premise thatfactors other than these tiaditionai ’anderwTihng 
' ! i‘hl\ iwat tH. (no:., strongly associated with loan performance for Self Insured loans. 
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TABLES NOT INCLUDED iN NARRATIVE 


mill »p. 0:1 pERciMmeE m io»is Bf fm3> m Kf^i} 
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<^CC1T -.H °ETT 

f?NANC;AL SERVICES COMMITTEE 

T rr ' I-HEC 
CO^:ST,TUTIO^i CAUCUS 


£ongrE 0 s ot t!)e ®niteb ^tate0 

^oiise o{ Ecjirtgcntatitirs 

2(li.iS|)mgton, ©C 20515-3005 


January 22, 2014 



Dr. Thomas Stratmann 

University Professor of Economics and Law 

Department of Economics, George Mason University 

Fairfax VA 22030 

Dear Professor Stratmann; 

As you may know, the House Committee on Financial Services is charged with overseeing the 
activities of a number of federal financial regulatory institutions, including the Consumer Financial 
Protection Bureau (CFPB), an agency established by the Dodd-Frank Wall Street Reform and Consumer 
Protection Act (Dodd-Frank Act). In support of its rulemaking and other functions, Section 1 022(c) of 
the Dodd-Frank Act empowers the CFPB to “monitor for risks to consumers in the offering or provision 
of consumer financial products or services, including developments in markets for such products or 
services.” 

In the exercise of its authority the CFPB is obtaining account-level data on a monthly basis with 
respect to all credit card accounts maintained by nine of the largest card issuers. Through a 
Memorandum of Understanding, the CFPB is also able to access data that is collected by a partner 
prudential regulator from an additional set of nine credit card issuers. To facilitate its collection, 
transmission, validation, aggregation, reporting, storage, and analysis of the data it receives, the CFPB 
awarded a contract to Argus Information and Advisory Services, LLC following the issuance of a 
request for proposals (RFP) on February 14, 2012. Copies of the original RFP and accompanying 
attachments and amendments are publicly available at: 

https://www.fbo.gov/index?s=oppoitunitv&niode=form<S:tab~core&id=61fPe255acb3ac044ffeb4ael0c6 

ecOO 


According to the CFPB, the combined data collected from the 1 8 card issuers represent 
approximately 85-90“/o of the outstanding card accounts. The U.S. Census Bureau projects that there 
were approximately 1.167 billion credit cards in the United States held by 1 56 million card holders in 
2012. Accordingly, the CFPB appears to be collecting account-level data on at least 991 million credit 
card accounts, which would correspond to roughly 60% of the adult U.S. population. 

It is unclear to the Committee why the CFPB requires such a large dataset for purposes of 
monitoring risks to consumers and developments in the credit card market. We humbly request your 
professional opinion regarding: 

(1) Whether, upon review of the data fields and metrics sought by the CFPB in its RFP and 

consistent with the RFP’s stated background and purpose, a sample consisting of 85-90% of all 
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credit cards is necessary to support meaningful statistical inferences about risks to consumers in 
the offering or provision of consumer financial products or services, including developments in 
markets for such products or services; and 

(2) If not, the actual number of credit card accounts required to sample to obtain statistically 
significant inferences about developments in the credit card market. 


Sincerely, 



Member of Congress 
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M mercatus center 

George Mason University 


Thomas Stratmarm 
Mercatus Center Scholar 

Professor of Economics, George Mason University 


to 


Representative Scott Garrett 

Chairman of the Capital Markets and Government Sponsored Enterprises Subcommittee 

US House of Representatives 

2232 Rayburn House Office Building 

Washington, DC 20515 


January 23, 2014 


Dear Chairman Garrett: 

Thank you for this opportunity to comment on the necessity of the scope of data collection of 
sensitive financial information by the Consumer Financial Protection Bureau (CFPB). I believe 
that the CFPB is collecting far more data than necessary. This expansive data collection is both 
expensive and risky. As will be demonstrated, a one percent sample will achieve the CFPB’s 
goals while alleviating concerns about consumer privacy and costs. 

The CFPB’s Current Practice 

The CFPB has been collecting individual loan and credit card data from major US banks as part 
of its authorization under the Dodd-Frank Wall Street Reform and Consumer Protection Act 
(Dodd-Frank Act). The letter of request from the House Committee on Financial Services dated 
January 22, 2014 states: 

According to the CFPB, the combined data collected from the eighteen card issuers 
represent approximately 85--90 % of the outstanding card accounts. The U.S. Census 
Bureau projects that there were approximately 1.167 billion credit cards in the United 
States held by 156 million card holders in 2012.' Accordingly, the CFPB appears to be 


' US Census Bureau, Statistical Abstract of the United States: 2012 (Washington, DC: 2011), Table 1 1 88, 
http;//www.census.gov/prodj'2011pubs/12statab/banking.pdf. 



collecting account-level data on at least 991 million credit card accounts, which would 
correspond to roughly 60% of the adult U.S. population. 

According to a CFPB request for proposals, “Account-level information provides unique insight 
into understanding changes in the credit card market. [. . .] Such information maintained in a 
database can be used to create both present-day snapshots and historical trend data and help the 
CFPB understand the cost of credit and how the costs are realized by consumers.”^ 

It is my opinion that the CFPB is collecting much more data than necessary to conduct a valid 
statistical analysis of consumer financial markets. There are costs and potential harms to 
collecting and maintaining massive, comprehensive databases of personal financial information; 
these include storage and transmission requirements, potential for abuse or violation of consumer 
privacy, and security concerns in the event of a data breach. These costs and potential harms can 
be significantly reduced by using sampling methods to conduct an analysis of these data. 

Sampling Techniques 

Sampling involves collecting data for random smaller subsets of individuals instead of collecting 
data for the entire population. CFPB researchers can use the averages from these subsets — along 
with some aggregates reported from the banks — to create valid estimates for all the variables 
currently being used while collecting far fewer individual accounts’ data. 

Almost all of the data referred to in a CFPB example report from the month of September 
(attachment 8) are totals (counts and sums), averages, or percentages.^ Counts and sums include 
the number of total accounts, the number of active accounts, and totals for commitments and 
outstanding loans. One cannot determine the total number of accounts, or total credit outstanding 
from information about a subset, but these totals could be easily reported as totals and so do not 
require granular data. The descriptive statistics, such as percent of balances 30+ days delinquent, 
average credit line, average original FICO score, etc., can all be accurately estimated from 
samples. The CFPB could use much smaller samples to estimate averages that would still be very 
precise. 

In general, when analyzing averages and percentages the average of a subsample can be a very 
good estimate for the acmal average in the population. With a large enough subsample, the 
expected error in estimates can be brought within any predefined tolerance for error. With the 
infonnation the CFPB has already collected, researchers at the CFPB can easily determine how 


^ Consumer Financial Protection Bureau, Request for Proposals: RFP # CFP-I2-R-()0001, Colled ion, 
Transmission, Validation, Aggregation, Reporting, Storage, and Analysis of Credit Card Data (CCD 
Services) (Washington, DC: January 27, 2012), 5, https://www,fbo.gov/index?s==opportunity&mode=fomi 
&tab=corc&id=61f9c255acb3ac044ffeb4ael0c6ec00. 

’ CFPB, Collection, Transmission, Validation, Aggregation, Reporting, Storage, and Analysis of Credit 
Card Data (CCD Services), Amendment I, Attachment 8, July 14, 2011, https://www.fbo.gov/utils/view 
?id=00c 1 22B92 1 5S46c65 1 26 1 2f8 1 6d749f. 
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large is a “large enough” sample size using the standard deviation and tolerance for error of each 
variable. 

The term standard deviation describes a commonly used statistic that indicates how “spread out” 
the data is relative to its average value. The standard deviation is calculated routinely from any 
set of numbers. The term tolerance describes something a little more nuanced than a simple 
formula, and the value of the tolerance used is context dependent. Tolerance is used in 
experimental statistics where one conducts “power-analysis” before deciding how many subjects 
to enroll (and pay for). If one has a treatment that one thinks will increase a variable by some 
amount, power analysis looks at how likely one is to find statistically significant differences 
from the null hypothesis for different hypothetical “true values” of that variable for a given 
sample size. The key is to figure out how small of an effect one wants to be able to reliably 
detect — with that information, one can fairly easily determine how large is “large enough.” 

For an example in the matter at hand, consider the “average balance per account” variable. If 
CFPB researchers are using this variable to inform their analysis, then there is a level of tolerable 
imprecision that still allows for a valid statistical analysis. That is, if the actual average balance 
for some subset of accounts is $3,000, then it probably does not drastically alter research 
findings or policy recommendations if statistical sampling of a smaller subset yields an estimate 
of $3,001 or even (probably) $3,010, But it is easy to see how estimates that are off by $500 or 
some other large amount could negatively impact the bureau’s ability to perform research and 
monitor credit markets. 

If the bureau switched to statistical sampling to gather its data, researchers could determine the 
necessary sample size by fixing a tolerance (e.g., not wanting estimates to be off by more than 
$100 for 95 percent of the time) and applying some calculations based on the standard deviations 
in their existing data. If the standard deviation was usually $1,000 (i.e., at least 75 percent of 
accounts have balances within $2,000 of the average account),’’ then samples of 400 random 
accounts per subgroup would be sufficient for estimates that meet the required tolerance based 
on common, reasonable statistical assumptions.'^ ’’ 


■' Per Chebyshev's inequality, which states that at least 1 - ^of any distribution will be within x standard 
deviations of its mean. 

’ Specifically, the Central Limit Theorem, as discussed on page 29 in George E. P. Box, J. Stuart Hunter, 
and William G. Hunter, Statistics for Experimenters: Design, Innovation, and Discovery, 2nd ed. 
(Hoboken, NJ: Wiley-Intcrscienee, 2005). 

^ These numbers come from calculating .standard error = assuming that the 

•y/samplc size 

distribution of sample means will be approximately normally distributed about a population mean. I 
determine 95 percent or 99 percent confidence intervals as +/- the standard error times two or three, 
respectively. 


3 
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While 1 chose the numbers in the example above for their simplicity, they reflect the ease with 
which sample sizes can be determined by tolerance for error and standard deviation. The general 
rule of thumb is min(sample size} = (2* — for 95 percent confidence 

intervals, or mm(sample size) = (3 * ^ ft”' 99 percent confidence intervals. 

Presumably, the CFPB could set its cohort sample sizes based on the variables with the highest 
standard deviation and lowest tolerance for imprecise estimates. 

Although I do not have access to data the CFPB collected, I can draw some inferences regarding 
the maximum number of data points that have to be collected, based on worst-case scenario 
estimates. Many of the variables in the example September document (attachment 8) are reported 
as percentages. These are convenient variables for my estimation, because for percentages, the 
maximal variance is 0.25,’ so the maximal* standard deviation is 0.5. With only 40,000 
observations, the 95 percent confidence interval is approximately +/- 0.005 (half a percent), and 
even the 99 percent Cl is less than +/- 0.0075.^ 

Therefore, if the CFPB researchers decide their estimates of percentage variables need to be 
within one percent of the true value at least 99 percent of the time, then that would be achievable 
with sample sizes of 40,000 per subgroup of consumers. 

The example report from September shows accounts broken up by FICO score (10 categories), 
origination channel (7 categories), bank and risk profile (9 categories each). Even if the CFPB 
were treating each of these categories as independent and drawing 40,000 new observations per 
category, that would still only require collecting data for 1.4 million accounts for the 35 divisions 
(the sum of subcategories in the categories “Mix by Origination Channel,” “Mix by Refreshed 
FICO Score,” “Bank Profile,” and “Risk Profile” in Attachment 8). This number of 1.4 million 
accounts is well short of the reported 991 million accounts for which they are currently 
collecting data. If one were to collect data from 1 .4 million individuals, instead of accounts, then 
these 1 .4 million observations would be approximately one percent of the credit card holding 
public. 


’ Because percentages are bounded from 0 to 1 . 

* The standard deviations will nearly always be lower if the observation-level variable can take values 
besides 0 or I (e.g., percent of total unpaid balance) as opposed to variables like percent of full pay 
accounts. But somewhat more importantly, most percentages (e.g., percent of accounts that pay in full, 
percent of balances over limit) should be easily obtainable from the banks without requiring granular 
aggregation at the CFPB. 

^ 95%Conf. Int. = +2 » std.err - ±2 * , , and 99%CQnf.lnt. a ±2 » std.err = +3 * • 

V40,000 V40,000 


4 
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Conclusion 

Limiting their sampling to one percent of the relevant population would bring CFPB more in line 
with the US Census Bureau, which makes anonymized granular data available to researchers 
through the Public Use Microdata Sample (PUMS) and only provides one percent and five 
percent samples to researchers for statistical analysis. I see no a priori reason to think that credit 
data are any different than data collected by the Census, in terms of means relative to variance, 
so collecting a much smaller credit card sample should suffice."* Because of these factors, I 
believe that the CFPB should be able to conduct its research with data sampling, which may 
alleviate some of the concerns about cost and consumer privacy. 


Sincerely, 


Thomas Stratmann 


Additionally, the large-scale data that has been collected so far gives the CFPB anchoring values to 
ensure that sampling is giving them rea.sonable estimates. If initial estimates of averages (from smaller 
samples) are way off from the previous (near total) population averages, that would let the CFPB know 
which parts of the sampling procedure may need to be tweaked. Presumably, this is similar to how the 
Census Bureau uses the decennial census to complement and calibrate their survey sampling. 


5 
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October 31, 2013 


ITie Honorable Blaine Luetkemeyer 
U.S. House of Representatives 
2440 Raybum House Office Building 
Washington, D.C, 20515 


’ITie Honorable Brad Sherman 
U.S. House of Representatives 
2242 Raybum House Office Building 
Washington, D.C. 20515 


Dear Representatives Luetkemeyer and Sherman, 

Thank you for your letter about the annual privacy notice requirement under the Gramm-Leach- 
Bliley Act. 1 welcome the opportunity to address the Consumer Financial Protection Bureau’s 
authority in this area in more detail. 

The Bureau has the authority to commence a rulemaking proceeding to determine whether there 
are less burdensome means available for providing aimual notices of privacy policies. Section 
6803(a) of the Gramm-Leach-Bliley Act states that “[a]t the time of establishing a customer 
relationship with a consumer and not less than annually during the continuation of such 
relationship, a financial institution shall provide a clear and conspicuous disclosure to such 
consumer” of the institution’s privacy policies and procedures. Section 1016.5(a)(1) of the 
Bureau’s implementing Regulation P requires that financial institutions ‘‘must provide a clear and 
conspicuous notice to customers that accurately reflects your privacy policies and practices not 
less than annually during the continuation of the customer relationship.” Some financial 
institutions have expressed concern that providing the annual notice under Regulation P is not 
helpful to consumers and creates unnecessary burdens for institutions if their privacy practices 
have not changed since the last time they sent an annual notice to consumers and they do not 
share nonpublic personal information with other firms. The Bureau has rulemaking authority to 
refine the standards for how financial institutions provide annual notices. As 1 indicated at the 
recent hearing before tbe House Financial Services Committee, the Bureau does intend to 
commence a rulemaking proceeding in the relatively near future that will consider addressing 
such standards. If in the meantime Congress decides instead to move forward with a legislative 
amendment on annual notices, then of course we would take any actions necessary to implement 
that change in the law. 

Thank you for the opportunity to respond. 1 appreciate our shared interest in reducing paperwork 
burdens on institutions while ensuring consumer protection through meaningful disclosures, and I 


consu.'Tieriinxincs.gov 
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look forward to collaborating on other consumer financial protection issues that are important to 
you and your constituents. 


Sincerely, 

Richard Cordray 
Director 


L^'S cr% 



onsumerfinance.gDv 
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U.S. Department of Justice 
Office of Legislative Affairs 


Office of the Assistant Attorney General 


iVashingfon, D.C. 20530 


January 28, 2014 


The Honorable Blaine Luetkemeyer 
U.S. House of Representatives 
Washington, DC 20515 

The Honorable Kevin Yoder 
U.S. House of Representatives 
Washington, DC 20515 

Dear Congressmen Luetkemeyer and Yoder: 

This letter follows the January 9, 2014, briefing conducted by Stuart Delery, the Assistant 
Attorney General for the Civil Division, and ongoing conversations between your offices and the 
Department of Justice (the Department) on investigations targeting financial institutions and 
payment processors that have facilitated consumer fraud. 

You and your staff have indicated concerns regarding the namre of these investigations. 
Assistant Attorney General Delery noted in his meeting with you that the Civil Division would 
reiterate the goals of our investigations to interested external parties. We therefore call your 
attention to the attached letter from Assistant Attorney General Delery to the American Bankers 
Association and the Electronic Transactions Association. 

The letter reiterates that the Department does not target businesses operating within the 
bounds of the law. Specifically, Assistant Attorney General Delery noted that; 

The Department has no interest in pursuing or discouraging lawful conduct. Our policy 
is to take the steps necessary to prevent financial institutions from knowingly assisting 
fraudulent merchants that harm consumers or processing transactions while deliberately 
ignoring evidence that they are fi-audulent. 

To be clear, our purpose is to investigate violations of federal law, especially those 
involving fraudulent conduct that threatens to harm the American public. We want to protect the 
public from this mass-market consumer fraud by holding accountable those banks and payment 
processors that violate federal law by facilitating fraudulent transactions. We agree, of course, 
that it is important for the Department’s public statements to be both consistent with this policy 
and sufficiently clear as to avoid any confusion on this point. 



i he Uonoi iiblc Blaine I iiclkemeycr 
The Honorable Kevin Yoder 
Page Two 
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We hope this iiifunnalion is helpful. I’lease do not he.siiate to contact this ollice if we 
1118)’ prtsvide additional tissisttince regarding this or any other matter. 

Sincerely, 



Peter . 1 . Kadzilc 

Principal Deputy .Assistant Allomej Genera! 


Enclo.surc 
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IJ, S. IH’pitc!iric(i! (if' Justice 

(Jisi! 


January 22, 2111/1 


jVIr. Jerri., I’l.'igtiC 
Chainnan 

•Amcriciin Bankers AssociiUiim 
1 120 Cormcciiciii A\c!nic, N\\ 

Washington. D C. 20036 

Mr. .laSi'in O.sniiin 
Chic)' i'.xecutK e Urficcr 
l.ilcctronie Tran.saclion Association 
nOl iOihSltvcl. NVV. *402 
Wa.shiiigUMi, DC, 20036 

Dear Messrs. I’itigge tine! Osman: 

i tint uriiing conceming an is.sttu tlitit ma.v he nf interest to ytiiir inenihors, tme! 
s'|K.ci(ic.illy loeliiiil'y tiio Deptirtmciil ol' Justice's )xilii.\ uikI approticli regarding eerliiin 
iiivci.tigaiioiis into banks, payment protes.sor.s. iiiicl otliei insiiliiiioiis (hat process payitienls lor 
merchants ftigtigeJ in IVaudulem activities. 

rite iX'parlincnl ol'Jutsitce i.s eommilictl to protecting the Amcriciin people tiom 
rraiicUik’iti piiiclice.s in nil iiidusirics uitlunii escepiion To the extent we Itasc evidence that 
tin cmiiy i.s s iokiling i'ecleral law hy engaging in oi facilitating I'raudulenl etmcloei. we will take 
appropiiuie ineiisores to cimibti! ilial eoiuluct. 

\s >ou may he aware, the Dcpailnicni hits engaged in various clTotis to eliminate Irntid in 
llie par menl .system by luilding (huineia! services entities aeeutinlahle wlteie such entities 
(cimlruty to their vesponsibihiies iinclev ledera! law) engage in rniiid ut aid oihei.s ulto aic 
eitgngmg in I'rmid, The Department u ishe.s n> make clear that ibe aim ol these cirons is to 
combiit i'nnicl. "I be Deparlmeiit has no rnieresi in puistting or diseouiiiginu law. I'a! etiiKbicl Um 
puiicr IS to lake the steps necess.iry to pievenl linaneiHl inslittitions liom knmrmgis assisting 
I'nmdulenl merchants that liami consul net, s or proee.ssing Imnsactioos w liile deiiberaielr ignuiiiig 
er itlciitc ihe> arc rmiidulent It iiui> he relevant 10 our iiK|iiii> that u rm.incial insliliitioii is 
inlentipnall) disicgaixline other obligations under icdcwl law. 

.As the F Dlf has reecnily clarincd. ■'l-acilitaung pttyincnl prc>ccssing I'or merchant 
eu'sloniers eiigiiged in higher risk nclivilies enii pose risks to lintmcinl instil ill tons ;ind requires 
due diligence ‘and memitmins. trs detailed in prior l-'DIC and intcmecncy guiclatrcc and other 
inlormation. I'innncial jnslimtions that properly manage dtese rclaiisiiisitips and risks ate neitiiet 
paditbited nor dts'cintragcd from providing payment processing scrvice.s to customers operaliiig 
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ii> comph.mte widi apphctih'.c fecict j! and siaic kiu. ' i-iL 4j-30! 3. Moreover, as !hc I'DIC 
Slated. i ho.se that are uperaiiny vsitii ihe apptopruuc s> stems and eomrols wiif no! be criucized 
for poniiling payraei'.t iiroce.s.siiig scmccs in bii.sincsses opcratiiisi in compiiance rviiii applicahSc 
biw." /(/ 

\\ c sliarc. these vic\vt;. 'I'he ami ofoitr inresiigalions is lo iciemil’s and hoki accosmiahle 
financial iDsimuions ihaf arc tngaget! in or fiicilhaic i'raiKl Oui policy is iwi to prohibit or 
tli.scoiiiagc ftnancisl insliunions from prosidmg paymem ptocessini; scrv ices to ctisiomerh 
opcraiing in complitmeo with applicable federn! and .siacc lau.and u-e. are committed lo tailoring 
our ui\ esitg.itis’C cO'oris accoiiliiigiv I'iniilty. we will enminue to rera'ew our cfknls ui minimize 
any impact and criliaiera! consctjucnces on nnsniHlions we are not invesiigaitiig. 

We look forward to ft irlhcr engagement with you and your colleagues ccmccrning 
consiiitier protection is.sucs ofnnmml concern. 

Kinecreiy. 

Siuari 1'. IX-lcry 

Assisi.'iiil Alioriiey Cieiieral 
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Financial Institution Letter 

FIL-43-2013 


Federal Deposit Insurance Corporation 

550 17th Street, NW, Washington, D.C. 20429-9990 


September 27, 2013 


FDIC Supervisory Approach to Payment Processing Relationships 
With Merchant Customers That Engage in Higher-Risk Activities 


Summaty: The FDiC is clarifying its policy and supervisory approach related to facilitating payment 
processing services directly, or indirectly through a third party, for merchant customers engaged in 
higher-risk activities. Facilitating payment processing for merchant customers engaged in higher-risk 
activities can pose risks to financial institutions; however, those that properly manage these relationships 
and risks are neither prohibited nor discouraged from providing payment processing services to 
customers operating in compliance with applicable law. 

Statement of Applicability to Institutions With Total Assets Under $1 Billion: This Financial 
Institution Letter applies to all FDIC-supervised banks and savings associations, including community 
institutions. 


Highlights: 

• Financial institutions that provide payment 

processing services directly or indirectly for merchant 
customers engaged in higher-risk activities are 
expected to perform proper risk assessments, 
conduct due diligence to determine merchant 
customers are operating in accordance with 
applicable law, and maintain systems to monitor 
relationships over time. 


Distribution: 

FDIC-Supervised Banks (Commercial and Savings) 
Suggested Routing: 

Board of Diredors, Senior Executive Officers, Chief 
Credit Officer, Chief Information Technology Officer. 
Bank Secrecy Act Officer 

Related Topics: 

Guidance for Managing Third-Party Risk. FIL -44-2008; 
Guidance on Payment Processor Relationships. Fll- 
127-2009; 

Managing Risks in Third-Party Payment Processor 
Relationships, Supervisory Insights Journal, Summer 
2011; 

Payment Processor Relationships. Revised Guidance, 
FIL-3-2012; 

FFIEC Bank Secrecy Act/Anti-Money Laundering 
(BSA/AML) Examination Manual; and 
FFIEC information Technology Hand book, Retail 
Payments Systems Booklet. 

Attachment: 

FDIC Supervisory .^^proach to Payment Processing 
Relationships With Merchant Customers That Engage in 
Higher-Risk Activities 

Contacts: 

Michael Benardo, Section Chief. Division of Risk 
Management Supervision at MBenardo@FDiC.Qov or 
703-254-0450; Surge Sen, Section Chief. Division of 
Depositor and Consumer Protection at SSen@FDIC.qov 
or 202-898-6699 


Note: 

FDiC Financial Institution Letters (FILs) may be 
accessed from the FDlC's Web site at 
httD://www.fdic.QOv/news/news/financial/2013/index html . 

To receive FILs electronically, please visit 
http://vww.fdic.QQv/about/subscriptions/fil.html . 

Paper copies may be obtained via the FDlC's Public 
Information Center, 3501 Fairfax Drive, E-1002, 
Arlington, VA 22226 (877-275-3342 or 703-562-2200). 


Proper management of relationships with merchant 
customers engaged in higher-risk activities is 
essential. Financial institutions need to assure 
themselves that they are not facilitating fraudulent or 
other illegal activity. Institutions could be exposed to 
financial or legal risk should the legality of activities 
be challenged. 

FDlC's examination focus is on assessing whether 
financial institutions are adequately overseeing 
activities and transactions they process and 
appropriately managing and mitigating risks. 
Financial institutions that have appropriate systems 
and controls will not be criticized for providing 
payment processing services to businesses 
operating in compliance with applicable law. 
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FDIC Supervisor}' Approach to Payment Processing Relationships With Merchant 
Customers That Engage in Higher-Risk Activities 

The FDIC is issuing this letter to clarify its policy and supervisory approach related to 
facilitating payment processing* services directly, or indirectly through a third party, for 
merchant customers engaged in higher-risk activities? Facilitating payment processing for 
merchant customers engaged in higher-risk activities can pose risks to financial institutions and 
requires due diligence and monitoring, as detailed in prior FDIC and interagency guidance and 
other information? Financial institutions that properly manage these relationships and risks are 
neither prohibited nor discouraged from providing payment processing services to customers 
operating in compliance with applicable federal and state law. 

The FDIC and other agency guidance indicate that financial institutions that provide payment 
processing services directly or indirectly for merchants engaged in higher-risk activities are 
expected to perform proper risk assessments, conduct due diligence sufficient to ascertain that 
the merchants are operating in accordance with applicable law, and maintain appropriate systems 
to monitor these relationships over time. The proper management of relationships with merchant 
customers engaged in higher-risk activities is essential. Financial institutions need to assure 
themselves that they are not facilitating fraudulent or other illegal activity. Institutions could be 
exposed to financial or legal risk should the legality of activities be challenged. 

The FDIC is aware that some payment processors or merchants may target institutions that are 
unfamiliar with the related risks or that lack proper due diligence or controls to manage these 
risks. Thus financial institutions that engage or plan to engage in these activities should review 
this guidance. The focus of FDIC examinations is to assess whether financial institutions are 
adequately overseeing activities and transactions they process and appropriately managing and 
mitigating related risks. Those that are operating with the appropriate systems and controls wilt 
not be criticized for providing payment processing services to businesses operating in 
compliance with applicable law. 


’ Paymenls may be in the Ibmi of remotely created checks (also knorvn as “Oemand Drafts"). Automated Clearing House transactions, or similar 
methods. 

* Higher-risk activities are those that tend to di^lay a higher incidence, of consumer fraud or potentialiy illegal activities than some other 
businesses. Higher-risk activities are typically characterized by high rales of return, high rates of unauthorized transactions, consumer complaints, 
or evidence of state or federal regulator^' or criminal actions against the business customer, which indicate that the activity needs to be reviewed 
to determine whether fraudulent or illegal activity is occurring. See FDIC, Financial [nstitution Letter, FIL- 3-2012, Payment PrcK-essor 
Relationships. Revised Guidance issued January 20 1 2. 

' FDIC guidance and other information on tliis topic includes: 

• Financial Institution Letter. FU,-44-2008. Guidance for .Manasins Tfurd-Partx Risk issued June 2008. 

• Financial Institution Letter, f\L-\H'200%,Guidance on Payment Processor Relationships November 2008. 

• Manaeim Risks in Thu d-Parry Pa^went Processor Relationships Summer 20 1 1 Si^rvisory Insights Journal. 

• Financial Institution L'£iXet,{-\L’?>-2Q\l, Payment Processes Relationships, Revised Guidance issued January 2012. 

ITIFC guidance on this topic includes: 

• The FFIEC Bank Secrecy Act 'Anti-Monev iMimderin^ (BSA'AMU Examination Manual . 

• The FFIEC Information Technology Handbook, “Retail P^mients Systems Booklet,” 
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Hm'teb States ^otise of ^eptfsciUntiljfs 
Cmntnittee on jFinancinI g>prbtccS 

l^aSftinaioH, ©.C. 20515 


MAXINE VVATCnS. CA, HANKING 
MFMOFB 


January 10, 2014 


The Honorable Jeb Hensarling 
Chairman 

Committee on Financial Services 
U.S. House of Representatives 
Washington, D.C. 20515 

Dear Chairniaii Hensarling: 

The Target Corporation recently acknowledged that from November 27 to December 1 5, 
2013, hackers stole credit and debit card information including card numbers, expirations dates 
and security codes for 40 million accounts, and other personally identifiable information for as 
many as 70 million customers. Accordingly, we respectfully request that you convene a full 
Financial Services Committee hearing to review the recent data breach including the adequacy of 
current consumer financial data security protection taws, and what Congress and industry 
stakeholders can proactively do to ensure the future security of consumers’ card information. 

We note that the Committee’s oversight plan for the 1 13"' Congress states that “building 
on the Committee’s long-standing role in developing laws governing the handling of sensitive 
personal financial information about consumers including the Gramm-Leach-Bliley Act and the 
Fiiir and Accurate Credit Transactions Act (FACT Act), the Committee will continue to evaluate 
best practices for protecting the security and confidentiality of such information from any loss, 
unauthorized access, or misuse.” 

The Target breach — which industry analysts say is among the largest recorded financial 
data security breaches — raises important question.s about what merchants who suspect a data 
breach has occurred must disclose, when they must disclose it, and who has the right to be 
notified. Quick notification of a breach increases the likelihood that consumers can take 
mea.sures to protect themselves from fraudulent activity and is similarly critical to .successfully 
reducing the ultimate fraud losses that financial institutions incur. 

It is incumbent upon our Committee to explore whether industry data protection 
standards are appropriate, and examine whether heightened regulatory standards are needed to 
more effectively protect consumers. A hearing w'ould provide members the opportunity to hear 
from regulators and the industry to learn what steps merchants, Bnancial institutions, payment 
processers, card networks and others should take to reduce vulnerabilities in the payment system, 
and strengthen measures that protect consumers from fraud. 
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The Honorable Jeb Hensarling 
Page Two 
January 10, 2013 

Consumers deserve reasonable assurances that the use of their credit or debit card will not 
jeopardize their financial and other personally identifiable information. This is increasingly 
important as companies continue to amass vast amounts of consumers’ sensitive personal 
information. 

We appreciate your attention to this request 


Sincerely, 
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National Association 


3138 10th Street North 
Arlington. VA 22201-2149 
703.842.2215 1 800.336.4644 
F; 703.522.2734 
clberger@nafcu.org 

of Federal Credit Unions f www.nafcu.org 


B. Dan Berger 

President & Chief Executive Officer 


Janiiaiy 22, 2014 


The Honorable Jolin Boehner 
Speaker 

U.S. House of Representatives 
Washington, D.C. 20515 


The Honwable Nancy Pelosi 
Minority Leader 
U.S. House of Representatives 
Washington, D.C. 20515 


Re: Ongoing Data Security Breaches at U.S. Retailers Warrant Strong Federal Data 
Security and Breach Notification Standards 

Dear Speaker' Boehner and Leader Pelosi: 

As the number of data breaches at U.S. retailers continues to climb, so does the emotional toll 
and financial burden on tens of millions of consumers across the country. The breadth and scope 
of the mas.sive Target Coiporation breach exemplifies the need for Congressional action. On 
behalf of the National Association of Federal Credit Unions (NAFCU), the only trade as.sociation 
exclusively representing our nation’s federal credit unions, I write today to continue to urge you 
and your colleagues to act on federal data security and breach notification standards. As noted by 
a retailer trade gioup in a letter earlier tWs week, there is agreement among many industry 
stakeholders that federal breach notification laws are desperately needed to keep consumers safe. 

As you know from previous coiiespondcncc, NAFCU believes it has never been more critical for 
Congress to hold hearings and craft legislation that will better protect consumers and ensure all 
entities handling their sensitive financial and personal information aie held to the same higli 
standards that financial institutions already are. 


While large breaches, like the massive Target Corporation breach, draw national attention, and 
make the nightly news, the reality is that data bi-eaches are happening all the time, often on a 
smaller scale. An April 2013 survey of NAFCU-member credit unions found that credit unions 
were notified dozens of times in 2012 of possible breaches of their members’ financial 
information. That same survey found that nearly 80% of the time those notifications led to the 
credit union issuing a new plastic card to the member because of the security breach, at an 
average cost of more than $5.00 per card. 

As we first wote to you Iasi February as part of NAFCU’s five-point plan on regulatoiy relief, 
these incidents must be addressed by lawmakers. Every time consumers choose to use plastic 
cards for payments at a register or make online payments fi-om their accounts, tliey unwittingly 
put themselves at risk. Many are not awtue that their financial and personal identities could be 
stolen or that fi-audulent charges could appear on their accounts, in turn damaging their credit 
scores and reputations. Consumers trust that entitles collecting this type of information will, at 


NAFCU J Your Direct Connection to Education, Advocacy & Advancement 
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The Honorable Jolm Boehner 
The Honorable Nancy Pelosi 
Januai-y 22, 2014 
Page 2 

the very least, make a minimal effort to protect them from such risks. Unfortunately, tliis is not 
always tree. 

Financial institutions, including credit unions, have been subject to standards on data security 
since the passage of Gramm-Leach-BIiley. However, retailers and many other entities that 
handle sensitive personal financial data are not subject to tliese same standards, and they become 
victims of data breaches and data theft all too often. Wliile these entities still get paid, financial 
institutions bear- a significant burden as the . issuers of payment cards used by millions of 
consumers. Credit unions suffer steep losses in re-establishing member safety after a data breach 
occurs. They are often forced to charge off fl-aud-related losses, many of which stem fiom a 
negligent entity’s failure to protect sensitive financial and personal infonuation or the illegal 
maintenance of such information in their systems. Moreover, as many cases of identify theft 
have been attributed to data breaches, and as identity theft continues to rise, any entity that stores 
financial or personally ide n tifiable information should be held to minimum standards f or 
protecting such data. 

While some argue for financial institutions to expedite a switch to a “chip and pin” card, the 
reality is that it is no panacea for data seenrity and preventing merchant data breaches. Many 
financial institutions that issue “chip and pin” cards had those cards stolen in the Target data 
breach as the retailer only accepted magnetic stiipe technology at the point of sale where the 
breach occuned. Furthermore, “chip and pin” cards can be compromised and used in online 
purchase fraud, as the technology is de.signed to hinder card duplication and card information can 
still be compromised. This fact highlights the need for gicater national data security standards as 
the way to tally help protect consumer financial information. 

Again, recent breaches ai'e just tiie latest in a string of large-scale data breaches impacting 
millions of American consumers, The aftennath of these and previous breaches demonstrate 
what we have been communicating to Congress all along: credit unions and other financial 
institutions - not retailers and other entities - are out in front protecting consumers, picking up 
the pieces after a data breach occurs. It is the credit union or other financial institution that must 
notify its account holders, issue new caids, replenish stolen fimds, change account numbers and 
accommodate increased customer service demands that inevitably follow a major data 
breach. Unfortunately, too often the negligent entity that caused these expenses by failing to 
protect consumer data loses nothing and is often undisclosed to tire consumer. 

NAFCU once again reiterates its call on Congress to make the issue of data security a priority in 
2014 by convening hearings on the data protection standards of merchants and what can be done 
to strengthen them and how retailers can better assist financial institutions when breaches occur. 
Furthermore, we recommend Congress take action to enact provisions to protect consumers from 
breaches that compromise their financial and personally identifiable information. Data security 
is a common-sense bipartisan issue that must be addressed. 

With tliat in mind, NAFCU specifically recommends that Congress make it a priority to craft 
legislation and act on the following issues related to data security: 
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• Payment of Breach Costs by Breached Entities: NAFCU asks that credit union 
expenditures for breaches resulting from card use be reduced. A reasonable and equitable 
way of addressing this concern would be to require entities to be accountable for costs of 
data breaches that result on their end, especially when their own negligence is to blame. 

• National Standards for Safekeeping Information: It is critical that sensitive personal 
information be safeguarded at all stages of transmission. Under Gramm-Leach-Bliley, 
credit unions and other financial institutions are required to meet ceitain criteria for 
safekeeping consumers’ persona! information. Unfortunately, there is no comprehensive 
regulatory structure akin to Granun-Leach-Bliley that covers retailers, merchants and 
others who collect and hold sensitive information. NAFCU strongly supports the passage 
of legislation requiring any entity responsible for the storage of consumer data to meet 
standards similar to those imposed on financial institutions under the Gramm-Leach- 
Bliley Act. 

• Data Security Policy Disclosure: Many consumers are unaware of the risks they are 
exposed to when they provide their personal information. NAFCU believes this problem 
can be alleviated by simply requiring merchants to post tiieir data security policies at the 
point of sale if they take sensitive financial data. Such a disclosure requirement would 
come at little or no cost to the merchant but would provide an important benefit to the 
public at large. 

• Notification of the Account Servicer: The account servicer or owner is in the unique 
position of being able to monitor for suspicious activity and prevent fraudulent 
transactions before they occur. NAFCU believes that it would make sense to include 
entities such as financial institutions on the list of those to be informed of any 
compromised personally identifiable information when associated accounts ate involved. 

• Disclosure of Breaciied Entity: NAFCU believes that consumers should have the right 
to know which business entities have been breached. We urge Congress to mandate the 
disclosure of identities of companies and merchants whose data systems have been 
violated so consumers are aware of the ones that place their personal information at risk. 

• Enforcement of Prohibition on Data Retention: NAFCU believes it is imperative to 
address the violation of existing agreements and law by merchants and retailers who 
retain payment card information electronically. Many entities do not respect this 
prohibition and store sensitive personal data in their systems, which can be breached 
easily in many cases. 

• Burden of Proof in Data Breach Cases: In line with tile re.sponsibility for making 
consumers whole after they are harmed by a data breach, NAFCU believes that the 
evidentiary burden of proving a lack of fault should rest with tlie merchant or retailer who 
incurred the breach. These parties should have the duty to demonstrate that they took all 
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necessary precautions to guard consumers’ personal information but sustained a violation 
nonetheless, The law is cuiTently vague on this issue, and NAFCU asks that this burden 
of proof be ciarified in statute. 

On behalf of our nation’s credit unions and their 97 million members we thank you for your 
attention to this important matter. If my staff or I can be of assistance to you, or if you have 
any questions regarding this issue, please feel free to contact myself, or NAFCU’s Vice 
President of Legislative Affairs, Brad Thaler, at (703) 842-2204. 

Sincerely, 



B. Dan Berger 
President and CEO 

cc: Members of the United States House of Representatives 
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“The Semi-Annual Report of the Consumer Financial Protection Bureau” 
House Committee on Financial Services Hearing 
January 28, 2014 


Questions for the Record Submitted by Chairman Jeb Hensarling: 

Hensarling 1; 

Director Cordray, page 39 of the Bureau’s Financial Report for Fiscal Year 2013, released 
December 16, 2013, disclosed that the Bureau has entered into an “interagency agreement 
between the General Services Administration. ..to provide for services related to the planned 
renovation of CFPB’s Headquarters office space located in Washington, D.C.” Additionally, on 
December 19, 2013, the Bureau relea.sed its “CFO update report for the fourth quarter of fiscal 
year 2013,” the first page of which disclosed that Bureau obligations made during the fourth 
quarter included: 

“$!45.1 million to the General Services Administration to provide for a range of 
services related to the renovation of CFPB’s headquarters building. In addition to 
the actual renovation of both the interior and exterior of the building, services also 
include project management, contract management, environmental management, 
construction oversight and administration, and other technical services.” 

a. Please produce a copy of the interagency agreement that the Bureau has entered into 
with the GSA regarding the Bureau’s planned renovation. Please produce copies of 
all renovation-related documents the Bureau has filed with the National Capital 
Planning Commission and U.S. Commission on Fine Arts. 


Response: 

Attached are the following documents: 

• “CFA Concept Submission,” January 2, 2014, 

• “NCPC Project Plans Preliminary Submission,” January 3, 2014, 

• “NCPC Project Plans Preliminary Submission, Part E: Appendix, Revised,” January 3, 
2014, 

• Memorandum of Understanding between the Consumer Financial Protection Bureau and 
U.S. General Services Administration National Capital Region, October 1 8, 2013, and 

• Reimbursable Work Authorization No. N0800763, September 24, 2013. 


1 



159 


b. When do you plan to file the Bureau’s final plans with the National Capital Planning 
Commission? 


Response: 

The final design documents will be filed with the National Capital Planning Commission upon 
completion of the Design/Build-Bridging general contractor’s creation of the final construction 
documents. At this time, we expect this to occur in early 2015, 

Hensarling 2: 

The Occupancy Agreement between the Office of the Comptroller of the Currency (OCC) and 
the Bureau was signed on February 1 7, 2012, the month following your recess appointment as 
Director of the Bureau, which occurred on January 4, 2012. Yet in your testimony, you stated 
“That was an agreement signed before I became director.” Were you mistaken about the date 
upon which the Occupancy Agreement was signed, or were you indicating that the circumstances 
of your recess appointment did not yet endow you with the legal authority to act as the Director 
of the Bureau? 

Response: 

As a point of clarification, I took the question asked to refer to the interim agreement with the 
OCC to occupy the 1 700 G Street, NW building. That Interagency Agreement was signed on 
July 21, 201 1, before I became Director of the Consumer Financial Protection Bureau (Bureau), 
and represented our first commitment to this building. The current Occupancy Agreement with 
the OCC was signed on February 1 7, 20 1 2, after my appointment as Director of the Bureau on 
January 4 of the same year. 

Hensarling 3: 

The Occupancy Agreement between the OCC and the Bureau provides that “The CFPB will be 
responsible for the cost of any improvements it may make to the Premises” and “The CFPB 
bears the responsibility for the cost of operation, maintenance, repair of the space as well as the 
capital improvement cost of replacement of all base building structures and systems necessary to 
keep the building structures and systems in good maintenance and repair,” Why would you 
agree to these contract tenns for a building the Bureau does not own? 

Response: 

The Consumer Financial Protection Bureau (Bureau) reviewed two outside reports in connection 
with this Occupancy Agreement. The first was a valuation by Ernst & Young for the Office of 
the Comptroller of the Currency entitled, “Office of the Comptroller of the Currency: 1700 G 
Street NW as of 1 February 201 1 Valuation for internal-decision making purposes.” This 
document estimated a lease rate for the building in as-is condition with no improvements paid for 
by the owner, of $29.75 to $38.00 per square foot. The second report, by Gensler for the Office 
of Thrift Supervision (OTS) in 2010, compared three renovation scenarios estimated at $67 
million, $86 million, and $107 million respectively. Based on these independent reports, the 
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terms of the Occupancy Agreement contemplated the condition of the building as well as the 
estimated cost to renovate the building. 

Hensarling 4: 

In your testimony, you described your headquarters building as a “tough building,” a 
“deteriorated building” and a “classic white elephant” that “must have been used pretty heavily.” 
You further stated that “If 1 were a consumer I would be complaining a lot about the building if 1 
owned it.” 

a. Did you have any inspection or appraisal reports or other information available to 
you at the time you committed the Bureau to its long-term Occupancy Agreement 
with the OCC that would have given you an indication of the condition of the 
building? If so, please produce dated copies of any such documents. 

b. If not, why did you not conduct due diligence on the condition of the building 
before committing the Bureau to an investment of over $250 million in total 
annual rent payments over the Occupancy Agreement’s 20-year term? 

Response: 

See response to Question 3. Attached are the following documents: 

• Gensler, et al. Report. “Office of Thrift Supervision Building Evaluation,” June 2010, 

• Gensler, et al. Report, “Office of Thrift Supervision Building Evaluation Final Report,” 
June 2010, and 

• Ernst & Young, “Office of the Comptroller of the Currency; 1 700 G Street NW as of 1 
February 201 1 Valuation for internal-decision making purposes.” 

Hensarling 5: 

Regarding the Bureau’s Occupancy Agreement with the OCC: 

a. Which specific Bureau employees were responsible for negotiating and approving the 
Bureau’s Occupancy Agreement with the OCC? 


Response: 

The negotiation of the Occupancy Agreement with the OCC was led by then-Chief Operating 
Officer Catherine West, with the support of staff from across the Consumer Financial Protection 
Bureau and the Department of the Treasury. 

b. Does the buck stop with you or were other Treasury or Bureau employees also 
responsible for committing the Bureau to this Occupancy Agreement? 


Response: 

As the Director of the Consumer Financial Protection Bureau (Bureau), 1 am responsible for final 
Bureau agreements. 
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Hensarling 6: 

According to an audit report released by the Treasury Department’s Office of the Inspector 
General on December 20, 2013, the OCC engaged a private consulting firm in 201 1 to perform a 
study to value the building at 1700 G Street, NW for sale and rental purposes. The Treasury IG 
report further states that: 

“The study valued the building at approximately $153.7 million. At the time of 
the study, OCC knew that CFPB was willing to occupy the entire building under 
triple-net rent terms, which requires the lessee to pay for net real estate taxes on 
the leased asset, net building insurance, and net common area maintenance. The 
results of the study found that the net present value of renting the property under a 
triple net rent contract for 10 years slightly exceeded the net present value of 
selling the building.’’ 

This IG report would seem to indicate that the Bureau’s willingness to enter into lease tenns 
favorable to the OCC induced the OCC to rent the building to the Bureau rather than sell it to 
another party. Do you agree or disagree with the Treasury IG’s characterization of these events? 

Response: 

The Consumer Financial Protection Bureau has not drawn any inferences from the Treasury 
Department’s Inspector General’s report and takes the factual statements in the report at face 
value. 

Hensarling 7: 

The study referenced in the Treasury IG report was conducted by Ernst & Young and completed 
on February 4, 201 1 . 

a. Which individual served as the leader or acting Director of the Bureau on this date? 


Response: 

On February 4, 201 1. Elizabeth Warren was the Special Advisor to the Secretary of the Treasury 
on the Consumer Financial Protection Bureau. 

b. Which Bureau or Treasury employee(s) negotiated or communicated with the OCC 
on behalf of the Bureau regarding lease terms during this time period? 


Response: 

The negotiation of the Occupancy Agreement with the OCC was led by then-Chief Operating 
Officer Catherine West, with the support of staff from across the Bureau and the Department of 
the Treasury. 
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Hensarling 8: 

In your testimony regarding the Bureau’s decision to lease the OCC building at 1700 G Street, 
NW, you indicated that “we worked with GSA to try to understand what space was available in 
Washington, D.C., and there’s very limited space for an agency with over a thousand 
employees.” You also stated that “we looked around at surrounding areas as well.” Please 
provide this Committee with copies of all documents prepared by the Bureau, the General 
Services Administration or any private contractor or consultant prior to February 17, 2012 that 
reference or evaluate the Bureau’s commercial real estate lease or purchase opportunities. 

Response: 

As a point of clarification, in my testimony, which you reference, 1 was discussing the Consumer 
Financial Protection Bureau’s (Bureau) search for space to occupy during the renovations of the 
building at 1700 G Street NW. 

In regards to the documents requested, the Bureau has not, to date, found documents that can be 
responsive to this request. 

Hensarling 9: 

In your testimony regarding the Bureau’s planned renovation of the OCC building at 1700 G 
Street, NW, you indicated that “We’re going to have to vacate the building while this is going 
on.” 


a. When will the Bureau relocate its first employee from the headquarters building? 


Response: 

At this time, we anticipate that the first group of employees will move from the Consumer 
Financial Protection Bureau (Bureau) headquarters building at 1 700 G Street NW, in May 2014. 

b. How many total employees will be reassigned to another office location while the 
building at 1 700 G Street NW is under renovation? 


Response: 

Approximately 950 employees and contractors will move into temporary space. 

c. Will all impacted employees be reassigned to a new location on a rolling basis or alt 
at once? 

Response: 

Employees will move on a rolling basis in waves of approximately 1 80-250, depending on the 
size of each work group. 


5 



163 


d. How long will CFPB employees currently working at 1 700 G Street, NW be 
reassigned to a temporary location? 


Response: 

At this time, we anticipate that employees will remain at the temporary space until the summer 
of 20 17. 

e. What will be the total costs of vacating the building and renting an alternate facility? 
Response: 

Based on the draft version of the Occupancy Agreement for 1275 First Street NE, the cost of 
renting temporary space in the first year was estimated at $31.73 per square foot, which includes 
base rent, operating expenses, real estate taxes, and the Public Building Service (PBS) fee. The 
Bureau recently awarded a contract to a company to provide moving and storage services for an 
amount just under $400,000. 

f. What alternate office location has been selected for vacated employees? 

Response: 

The Bureau will be using a vacant building under lease to the General Service Administration 
(GSA). It is located at 1275 First Street, NE. 

g. When was the contract for an alternate office location signed? 

Response: 

A draft version of the Occupancy Agreement was executed on March 8, 20 1 3. The final version 
has not been signed. 

h. Please provide us with a copy of these lease agreement. 


Response: 

Attached is the draft version of the Occupancy Agreement dated March 8, 2013. The final 
version has not been signed. 
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i. How many square feet of office space will be occupied by the Bureau and at what 
cost? 


Response: 

During the renovation, the Bureau will occupy approximately 306,000 rentable square feet at 
1275 First Street NE. Based on the draft version of the Occupancy Agreement for 1275 First 
Street NE, the cost for this space in the first year was estimated at $3 1 .73 per square foot, which 
includes base rent, operating expenses, real estate taxes, and the Public Building Service (PBS) 
fee. The Bureau will also retain approximately 72,000 rentable square feet in 1 625 Eye Street at 
a cost of .$40.56 per square foot through March 31, 2014, increasing to $42.18 per square foot on 
April 1,2014. 

j. Please provide this Committee with all relevant details and documents substantiating 
your responses to these questions. 


Response: 

In response to Questions 9(a), 9(b), 9(c), and 9(d), the Bureau’s relocation timeline is attached. 
Regarding Question 9(e), the Bureau recently awarded a contract to a company to provide 
moving and storage services for an amount just under $400,000, and that contract is attached. 
And responses to Questions 9(f), 9(g), and 9(i) contain information that can be found in the draft 
version of the Occupancy Agreement dated March 8, 2013, provided in response to Question 
9(h). 

Hensarling 10; 

Please provide this Committee with copies of the Bureau’s contract(s), including all 
amendments, with the architecture firm Skidmore, Owings & Merrill LLP. 

Response: 

Attached are the following contracts: 

. CFP-12-D-00011 MODOOl 

• CFP- 1 2-D-OOO 1 1 SO M Task Order 0003 Mod 3 

• CFP- 1 2-D-OOO 1 1 Task Order 000 1 Mod I 

• CFP- 1 2-D-OOO 1 1 Task Order 000 1 Mod 2 

• CFP-12-D-0001 1 Task Order 0001 Mod 3 

• CFP- 1 2-D-OOO 1 1 Task Order 000 1 Mod 4 

. CFP- 1 2-D-OOO 1 1 Task Order 0003 Mod 00 1 

• CFP- 1 2-D-OOO 1 1 Task Order 0003 Mod 002 

• CFP- 1 2-D-OOO 1 1 TO 002 MOD 00 1 

• CFP- 1 2-D-OOO 1 1 TO 002 MOD 002 
. CFP- 1 2-D-OOO 1 1 , TO 003 MOD 004 

• Task Order 0001 SOM 

• SOM IDIQ 
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Hensarling 11: 

Please provide this Committee with copies of any documents, including but not limited to any 
architectural or design plans, renderings, illustrations, electronic files and e-mail 
communications, provided to the Bureau by Skidmore, Owings & Merrill concerning the 
renovation 1700 G Street, NW. 

Response: 

Attached are the following architectural and design documents representative of the Bureau’s 
current plans concerning the renovation of 1 700 G Street NW : 

• “Bridging Documents, 80% Progress Submission” 

• “Bridging Documents, Design Objectives & Criteria, 80% Progress Submission,” 
February 28, 2014 

• “Bridging Documents, Drawing List & Specifications, 80% Progress Submission,” 
February 28, 2014 

We are in the process of trying to identify any communications that might be responsive to this 
request. 

Hensarling 12: 

Regarding the Bureau’s planned renovations: 

a. When does the Bureau expect to award a design build contract to renovate 1 700 Street, 
NW? 

Response: 

The Consumer Financial Protection Bureau is using the General Services Administration (GSA) 
to procure the Design/Build-Bridging general contractor. At this time, the GSA estimates that 
the final award will be issued in September 2014. 

b. What procurement process will be used? 

Response: 

The selection procedures will utilize the Best Value Tradeoff process in accordance with the 
Federal Acquisition Regulation (FAR) Part 1 5 and the Two-Phase Design/Build-Bridging 
Procedures in FAR Part 36.3. Stage I, Request for Qualifications (RFQ), shall result in a short 
list of offerors who will be invited to participate in Stage 11 of the procurement. Stage 11, 

Request for Proposals (RFP), shall result in the selection of the Design/Build-Bridging contractor 
whose offer provides the best value to the Government. 
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c. When will construction commence? 

Response: 

The construction will begin after the final award is issued. 


Hensarling 13: 

During your testimony before the Committee on September 12, 2013, Rep. Rothfus asked you 
about salary levels for Bureau employees, and you responded by stating: 

“Again, the federal banking agencies are on a different pay scale than the GS 
scale. One of the things I want to note that’s very important here - our statute 
requires us, it requires us - this is the law of the land that we’re bound to follow - 
that we are to have a pay scale comparable to that of the Federal Reserve. Last I 
checked on our statistics, we’re one percent lower average salary than the Federal 
Reserve. So we’re complying with the law.” 

a. So that the Committee may properly compare the Bureau’s compensation structure 
with that of the Board of Governors of the Federal Reserve System, please provide a 
copy of the Bureau’s salary structure, including all pay classes, grades, steps, and 
locality adjustments. 

Response: 

Attached is a document containing 201 3 Consumer Financial Protection Bureau Pay Tables. 

b. Additionally, please provide a Microsoft Excel file containing Bureau employee 
salary data, organized by the following column headings: 

• Employee, Fellow, Intern Name, 

• Title, 

• Pay Class, 

• Pay Grade, 

• Divi.sion, 

• Office, 

• Flire Date, 

• Starting Salary or Hourly Wage at Hire Date, 

• Amount of any Signing Bonus Awarded, 

• Amount of any Relocation Incentive Awarded, 

• Amount of any additional financial incentive awarded, 

• Date(s) of any Raises(s) Awarded 

• Amount(s) of any Raise(s) Awarded 

• Date of Promotion (if applicable), 

• New Title after Promotion (if applicable). 
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• New Salary or Hourly Wage after Promotion {if applicable), 

• Current Annual Salary or Hourly Wage, 

• Departure Date (if applicable), 

• Annual Salary or Hourly Wage at Departure Date (if applicable), 

• Annual Bonus awarded in 201 1 (indicate calendar or fiscal year), 

• Annual Bonus awarded in 2012, and 

• Annual Bonus awarded in 2013. 


Response: 

Attached is an updated version of an Excel file that we have previously shared with your office 
in response to past requests for salary data on Consumer Financial Protection Bureau 
employees. 


Hensarling 14: 

The Bureau’s contract service inventory list for FY 20 1 3 shows that the Bureau paid Harvard 
University for two different programs held in Cambridge, Massachusetts: $37,500 for a “Harvard 
Law School Executive/Legal Education Program” and $69,000 for “registration fees for Bureau 
staff members to attend senior executive seminar(s).” 

a. Please produce copies of all records associated with these progratns, including but not 
limited to any pre-solicitation requests for quotes, the quotes submitted to the Bureau 
by Harvard, any contracts signed between Harvard and the Bureau, any travel, 
lodging, and meal vouchers associated with any Bureau employee, a complete list of 
every Bureau employee who attended either of these programs, and any materials 
provided to program participants. 


Response: 

These courses are off-the-shelf (OTS) programs, and are commercially available for open 
enrollment by employees of Federal Government agencies, private-sector companies, and non- 
profit entities. They constitute an expense, however not a traditionally contracted pursuit such as 
custom products or services to the Government, as they are OTS. 

For these OTS commitments, no actual contracts exist between Harvard Law School and the 
Consumer Financial Protection Bureau (Bureau), except for a single transaction of $12,500. The 
original planned $37,500 was reduced to the single amount above. Similarly, no actual contracts 
exist between Harvard Kennedy School of Government (HKSG) and the Bureau, except for a 
Purchase Order which indicated that the Bureau budgeted funding to support “up to $69,000” if 
Bureau executives and/or senior managers committed to these external courses. The actual 
program expense consisted of three transactions of $6,900 each in 2013 (with one of those 
participants attending in 2014), and two more transactions at this level to date in 2014. Market 
research conducted by the Bureau’s Office of Human Capital determined that, as compared to 
like offerings, these courses for executives and senior managers were competitively priced. 
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The following Bureau staff attended, or will be attending, external courses: 

• Meredith Fuchs: Attended “Leadership in Corporate Counsel,” 2013 

• Edwin Chow: Attended “Strategic Management of Regulatory Enforcement Agencies,” 
2013 

• Paul Sanford: Attended “Strategic Management of Regulatory Enforcement Agencies,” 
2013 

• Abeshek Agarwal: Scheduled to attend “Strategic Management of Regulatory 
Enforcement Agencies,” 2014 

• Chris D’Angelo: Scheduled to attend “Strategic Management of Regulatory Enforcement 
Agencies," 2014 

• Scott Pluta; Scheduled to attend “Strategic Management of Regulatory Enforcement 
Agencies,” 2014 

Attached are travel, lodging, and meal vouchers, where applicable, as well as course outlines, for 
the “Leadership in Corporate Counsel” and “Strategic Management of Regulatory Enforcement 
Agencies” programs, which include reading assignments for participants. 

b. Why were these programs not mentioned in the Bureau’s December 2013 report on 
“Growing our Human Capital,” even though the report listed fifteen other “training 
and workforce development initiatives” instituted by the Bureau in 2013? 

Response: 

These programs were included in the December 2013 report, just not specifically referenced as 
off-the-shelf suppliers. We also did not list by course or curricula name all of the internal 
development and training programs that we are currently building, which are referenced in the 
report . .design, development, and production of customized programs. . 

Relatedly, the following sections in the report refer to training and development investments: 

“Section 3.2: Key Accomplishments” includes reference to: 

“Offering increased quantity and scope of learning programs for employees and leaders.”’ 

Also, “Section 3.3: Future Action Items” includes reference to: 

“Procurement of off-the-shelf programs, supplemented by the design, development, and 
production of customized programs, incorporating online references and resources (all as 
appropriate).”^ 

c. Why did you select Harvard to provide this program? 


’ Growing our Human Capital: Human Capital Annual Report to Congress, Consumer Financial 
Protection Bureau, .Ian. 1 3, 2014, p 16, available at 

http://files.consumerfinance.gOv/f/20 1312 report annual-human-capital-report-to-congress.pdf 
^ Id. at 20. 
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Response: 

The selected programs met the specific needs and aims of the Consumer Financial Protection 
Bureau leaders’ roles and development goals. The Harvard Law course, “Leadership in 
Corporate Counsel,” was taken by our General Counsel, and balances legal content and strategic 
leadership topics, both of which constitute critical content for her role. The Harvard Kennedy 
School of Government course, “Strategic Management of Regulatory Enforcement Agencies,” 
focuses specifically on management challenges within regulatory agencies and among 
government leaders in building a cohesive organization with diverse functional responsibilities 
and risks. 

d. There are many nationally-recognized Universities in the greater DC area with similar 
capabilities, the selection of which would have minimized travel expenses. Did you 
not consider these universities to provide the programs for your senior employees? 
Why was it necessary to send your senior employees to Cambridge, MA to receive 
this training? 

Response: 

While there are strong, nationally-recognized universities in the Washington D.C. area, these 
courses were selected to address specific leadership development areas, which were not covered 
in the same way by programs found in the area. These courses met the needs of our General 
Counsel and Bureau leaders focusing on supervisory and enforcement activities at that time. The 
Harvard Kennedy School of Government, in particular, offers a blend of strategic leadership, 
public-sector focus, and the specificity of regulatory and enforcement topic areas, which were 
not found to be fully combined in other programs’ courses. Additionally, these courses were 
concentrated residential programs over just a few days, as compared to other programs that take 
place over several weeks, which even if local can require a significant time commitment. Lastly, 
the fees included in these courses include course materials, accommodations, and meals; 
therefore incremental travel expenses were expected to be minimal. 

e. Why was this seminar not held at the Bureau's headquarters instead of in Cambridge, 
MA? 


Response: 

These courses are considered off-the-shelf and commercially available to all government 
leaders. More critically, the interactions between leaders in the program from a variety of 
regulatory agencies are a key component of the case method learning model employed by the 
Harvard Kennedy School of Government. This learning model exposes participants to the 
different perspectives of leaders from agencies other than the Bureau. As there were only a 
couple of Bureau attendees planned for 2013 and 2014 to date, hosting a seminar for the small 
number of Bureau leaders at headquarters would not facilitate a similarly full and diverse class 
discussion. 
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f. How much money would have been saved if the Bureau had hosted this program 
rather than sending its employees to Harvard? 


Response: 

While we did not request that Harvard provide us with a supplier quote for a custom, on-site, 
development course, we understood that if the senior leaders engaged in the course found it 
valuable there w'ould be future opportunities to evaluate more widespread training opportunities 
on-site in Washington, D.C, 


Hensarling 15; 

On May 28, 2013, the CPFB published a pre-solicitation notice to solicit quotes for “various 
Senior/Executive Manager workshops similar to the Harvard Kennedy School of Government 
programs.” 


a. Was this the pre-solicitation notice that resulted in the awards and programs 
referenced in question 14 above? 


Response: 

This pre-solicitation notice referred to the two Harvard Kennedy School of Government (HKSG) 
programs that the Human Capital team considered for executive education opportunities. 

b. How many quotes did the Bureau receive? 

Response: 

Research of commercial pricing was conducted prior to the purchase order award, which 
included a comparison of executive education course programs from known providers. This was 
to ensure fair value would ultimately be obtained for the educational services provided. HKSG, 
once determined as offering best value, received a purchase order from the Consumer Financial 
Protection Bureau in order to provide the executive education on an as-needed basis at set 
pricing, up to a financial ceiling of $69,600. A formal quote was not received, as commercial 
off-the-shelf pricing and course descriptions were publically available from all finns considered. 

c. With a pre-solicitation notice phrased in this way, it would appear that the Bureau’s 
selection of Harvard’s quotes was a foregone conclusion, was it not? 


Response: 

The Bureau would have selected a comparable, lower-priced option if one had been 
available. As noted above, a research comparison revealed that HKSG was the best-valued 
option when compared to similar offerings by other universities. Additionally, the pre- 
solicitation notice was posted with the intent to solicit additional vendors regarding their interest 
in providing executive education similar to HKSG. 


13 



171 


Hensarling 16: 

The Bureau’s contract service inventory lists for FY 2012 and FY 2013 list a number of contracts 
the Bureau has awarded to companies for “paid search marketing services.” Please produce 
copies of any such contracts, including but not limited to the contracts associated with the 
following awards. 

• $122,513 paid to Fleishman-Hillard, Inc. on 3/16/2012; 

• $94,692 paid to PCG Enterprises on 6/8/2012; 

• $237, 300 paid to Digital Firefly Marketing on 8/21/2012; and 

• $280,637 paid to Fleishman-Hillard, Inc. on 6/14/2013. 

Response: 

Attached are the following contracts, respectively: 

• CFP-12-K-00007 

. CFP-12-C-0005 

• CFP-12-C-00003 
. CFP-13-K-00021 


Hensarling 17: 

The Bureau’s contract service inventory lists for FY 2012 and FY 2013 list a number of contracts 
the Bureau has awarded to a company named IDEO, LLC for “branding services.” Please 
produce copies of any contracts awarded to any company for “branding services,” including 
copies of all contracts awarded to IDEO, LLC. 

Response: 

Attached are the following contracts: 

• TPDCFPBPA 1 1 0006, Order 000 1 

• TPDCFPBPA 1 1 0006, Order 0002 

• TPDCFPBPA 1 1 0006, Order 0003 

• TPDCFPBPA 1 1 0006, Order 0004 

• TPDCFPBPA 1 1 0006, Order 0005 
. TPDCFPBPA 110006 

. CFP- 1 4-Z-OOOO 1 . Order 000 1 

• CFP-14-Z-00001 

Please note that the awards of CFP-14-Z-00001, Order 0001 (Blanket Purchasing Agreement) 
and CFP-14-Z-00001 (underlying task order) were made to IDEO, LLC, but are not for branding 
services. They are for assisting the Consumer Financial Protection Bureau in implementing 
statutory requirements related to developing and implementing initiatives intended to educate 
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and empower consumers to make better informed decisions; and responding to consumer 
complaints regarding consumer financial products or services. 

Hensarling 18: 

Please produce copies of any contracts awarded to GMMB, Inc., the Corporation for Enterprise 
Development, and the National Consumer Law Center. 

Response: 

Attached are the following contracts awarded to GMMB, Inc.; 

• CFP-13-Z-00006, Order 0001 

• CFP-13-Z-00006, Order 0002 

• CFP- 1 3-Z-00006, Order 0003 

• CFP- 1 3-Z-00006, Order 0004 

• CFP-13-Z-00006 

Attached are the following contracts awarded to the Corporation for Enterprise Development; 

• CFP- 1 2-Z-OOO 1 9, Order 000 1 

• CFP-I2-P-00008 

• CFP- 1 2-Z-OOO 1 9, Order 0002 

• CFP-12-Z-00019 

Attached are the following contracts awarded to the National Consumer Law Center: 

• CFP-)2-P-00003 

• CFP-12-P-00012 

• CFP-12-P-00006 

• TPDCFP13C0004 


Hensarling 19: 

Section 1017(d)(2) of the Dodd-Frank Act provides that amounts deposited in the Bureau’s 
Consumer Financial Civil Penalty Fund may be used only for “payments to the victims of 
activities for which civil penalties have been imposed” or “for the purpose of consumer 
education and financial literacy programs.” However, page 25 of the Bureau’s Fiscal Year 2013 
Financial Report discusses the Bureau’s Civil Penalty Fund and states that in Period 1, “$1 .6 
million was set aside for any administrative costs.” 

a. What is the legal authority upon which the Bureau relied for using funds in the Civil 
Penalty Fund for “any administrative costs”? 
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Response: 

Under well-established fiscal law principles^, an agency may use funds for administrative 
expenses related to the purpose for which the funds were made available. 


b. Please provide a full accounting of all administrative costs incurred specifically 
related to the Civil Penalty Fund. 


Response: 

As of March 31, 2014, $10,811.26 in administrative expenses was invoiced to and paid from the 
Civil Penalty Fund. Of the $10,811.26, $10,661.26 relates to the Payday Loan Debt Solution, 
Inc. case and $150.00 relates to the Gordon, et al. case. 

c. Please indicate whether the administrative costs will solely be used for purposes of 
the Civil Penalty Fund. 


Response: 

Funds set aside from the Civil Penalty Fund for administrative expenses are used only for the 
administrative costs of hiring third-party administrators to di.stribute Civil Penalty Fund 
payments to victims. 


Hensarling 20: 

On a subpage of the Bureau’s website entitled “Doing Business With Us,” the Bureau discloses 
that it plans to build a “national database on US households’ use of consumer financial 
products.” Further, the Bureau discloses that it planned to solicit bids for this database in the 
first quarter of Fiscal Year 2014. Please produce all records referencing or relating to this 
“national database on US households use of consumer financial products.” 

Response’. 

The Consumer Financial Protection Bureau is not building a national database on every U.S. 
household. The Bureau’s Office of Research has purchased a commercially available nationally 
representative survey of U.S. households’ use of consumer financial products and services from 
Strategic Business Insights (SBl) (order attached). The data procured by the Bureau does not 
contain any directly identifying infonnation of respondents. 


’ Government Accountability Office, PRINCIPLES OF FEDERAL Appropriations Law 4-19-4-35 
(3d ed.). 
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Hensarling 21; 

On April 24, 2013, the Bureau released a “White Paper” on Payday Loans and Deposit Advance 
Products. Page 4 of this document states: “This white paper summarizes the initial findings of 
the CFPB’s analysis of payday loans and deposit advance.” (Emphasis added). 

a. In light of the fact that the Bureau’s White Paper only presented “initial findings,” 
why does the Bureau’s unified rulemaking agenda already list “Payday Loans and 
Deposit Advance Products” in the Bureau’s “Prerule” stage of rulemaking? 


Response: 

As you may know, the Consumer Financial Protection Bureau (Bureau) released additional 
research on March 25, 2014, that provides detailed analysis of consumers’ use of a payday loans, 
with a focus on loan sequences, the series of loans borrowers often take out following a new 
loan. The Bureau will continue to collect and analyze information about the payday loan market. 
Subsequent findings will be reflected in any rulemaking pertaining to this market. These 
findings may be presented either through publications or presentations in advance of a 
rulemaking or through information presented as part of a rulemaking itself 

b. Why is the Bureau, according to the Office of Information and Regulatory Affairs 
(OIRA), “considering whether rules governing these products are warranted under 
CFPB authorities, and if so what types of rules would be appropriate” without first 
completing its research and issuing a White Paper containing finalized research and 
findings? 

Response: 

The initial findings shared in the Bureau’s White Paper have led to concerns that certain features 
of payday loans may cause hann to some consumers. The Bureau’s determination as to whether 
or not to issue rules pertaining to payday loans - and the scope and substance of any such rules - 
will be informed by these and subsequent research findings and by public comment. 

c. Will you commit to finalizing the Bureau’s research before proposing any rule to 
regulate these products? 


Response: 

As a data-driven agency, the Bureau is committed to seeking to obtain a comprehensive 
understanding of the markets for the financial services products it has the authority to regulate, 
and of how consumers experience those products. Indeed, the Dodd-Frank Wall Street Reform 
and Consumer Protection Act requires the Bureau to research, analyze, and report on 
“developments in markets for consumer financial products or services,’’ “consumer behavior 
with respect to consumer financial products or services,” and “risks to consumers in the offering 
or provision of consumer financial products or services.” The Bureau conducts research and 
analysis on an ongoing basis. When ongoing research and market monitoring activities by the 


17 



175 


Bureau identifies harm to consumers, the Bureau will use its various authorities, including its 
rulemaking authority, as appropriate, to address that harm. 

d. The Bureau often cites its objective, data-driven approach to policy research and 
analysis. In the name of transparency, will you immediately make all data, 
methodologies and analysis underlying the Bureau’s initial research and findings 
available to the public for peer review? 

Response: 

The Bureau released additional research on March 25, 2014, that provides detailed analysis of 
consumers’ use of a payday loans, with a focus on loan sequences, the series of loans borrowers 
often take out following a new loan. This report provides additional discussion of various 
methodological approaches that can be used to assess these data. To assure the integrity of its 
supervision program, the Bureau generally does not publicly share un-aggregated information 
obtained from supervised entities through the examination process. 

Hensarling 22: 

On December 12, 2013, the Bureau released a report entitled “Arbitration Study Preliminary 
Results.’’ The Committee understands that the Bureau obtained information that formed the 
basis of its findings by issuing orders to financial institutions to provide it with copies of their 
standard-form consumer account agreements. 

a. To how many financial institutions did the Bureau issue these orders? 

Response: 

Regarding the prevalence of arbitration clauses in consumer checking account agreements, the 
Consumer Financial Protection Bureau (Bureau) requested that certain financial institutions 
return one copy of the standard-form account agreement that they provided to consumers who 
opened the institution’s core consumer checking account product. The Bureau issued orders to 
the following financial institutions (and/or, where applicable, relevant subsidiaries), only if the 
Bureau was unable to obtain current agreements via Internet searches: the 100 largest bank 
holding companies or subsidiaries based on consolidated deposits less than $250,000 (i.e. the 
deposit insurance threshold); a random sample of 1 50 bank holding companies or subsidiaries 
not among the 100 largest; and the 50 largest credit unions based on the amount of insured 
deposits. We ultimately sent the requests to 240 holding companies or relevant subsidiaries, and 
received responses from 92 percent of the recipients. 

b. Why was this information collection not noticed in the Federal Register? 

Response: 

The Office of Management and Budget’s (OMB) regulations specify categories of items that are 
not subject to OIRA (Office of Information and Regulatory Affairs)/OMB review and approval 
under the Paperwork Reduction Act, which include among other things, samples of products 
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(5 C.F.R. 1320,3(h)(2)). The Bureau’s orders were promulgated pursuant to its authority under 
Section I022(c)(4)(B)(ii) of the Dodd-Frank Wall Street Reforni and Consumer Protection Act 
and sought only the recipient covered-persons’ standard form account agreements in the same 
form and format as they are provided to potential customers. Accordingly, the orders are exempt 
from the Paperwork Reduction Act’s requirements for notice and comment within the Federal 
Register and OIRA/OMB approval. 

c. Why was this collection not first approved by the Office of Information and 
Regulatory Affairs (OIRA)? 


Response: 

See response to Question 22(b), above. 

d. Why did these orders not contain a valid OMB approval number? 

Response: 

See re.sponse to Question 22(b), above. 

e. When does the Bureau plan to release a follow-up or subsequent study regarding 
arbitration? 


Response: 

The Bureau currently anticipates completing its study in the fall of 2014. 

f. Will you make all data, methodologies, and analysis underlying this report available 
to the public for peer review? 


Response: 

All published work will comply with the Bureau’s Information Quality Guidelines, which are 
published on our website at httDV/v.'Ww.consumerfinance.gov/infomiationaualitv /. 


Hcnsarling 23: 

Will you please provide the Committee with a current list of every Bureau employee or 
contractor who has access to infonnation contained within the Bureau’s credit card database, 
national mortgage database, loan-level database, and consumer credit panel? 

Response: 

in general, access to the Consumer Financial Protection Bureau’s (Bureau) data is controlled, 
and access logs to Bureau systems are kept and maintained in accordance with Bureau policy 
based on National Institute of Standards and Technology Special Publication 800-53 


19 



177 


Recommended Security Controls for Federal Information Systems and Organizations (NIST SP 
800-53) guidelines. 

For security reasons, the Bureau’s Technology & Innovation (T&I) staff continually update 
access rights to these databases, and the identity and number of personnel with access change as 
a result. The Bureau conducts regular reviews of user access for in-house databases, including 
the Credit Card Database and Consumer Credit Panel. As part of these reviews, the Bureau 
verifies that all access to a given dataset has been approved by senior Bureau leadership and is of 
continuing necessity to users’ work. 

As of February 2014, 20 Bureau personnel have access to the Credit Card Database for purposes 
of analysis and 1 1 have access to the Consumer Credit Panel for purposes of analysis. An 
additional 19 members of the T&l staff have access to both databases for technical assistance 
and support. The National Mortgage database is currently under construction as a joint project 
between the Bureau and the Federal Housing Finance Agency (FfIFA), and FHFA manages the 
staff involved in the construction. A single member of the Bureau’s staff currently has access to 
that database, solely for testing purposes. We are not familiar with your reference to a particular 
dataset known as the “loan-level database.” 


Hensarling 24: 

Has any data collected as part of the Bureau’s market monitoring efforts, including data collected 
or retained in its credit card database, national mortgage database, loan-level database, and 
consumer credit panel, ever led directly or indirectly to a Bureau investigation or enforcement 
action? If so, please fully describe all such instances in which this has occurred. 

Response: 

Teams within the Consumer Financial Protection Bureau’s (Bureau) Offices of Research and 
Markets are charged with understanding consumer financial markets and consumer behavior. 
Their work contributes to the Bureau’s evaluation of the need for consumer financial protection 
regulations, supervision, or enforcement actions. The analysis of consumer financial data and 
markets performed by these teams is essential to informing the work and decisions of the Bureau 
as a whole. 


Hensarling 25: 

Does the Bureau have a memorandum of understanding (MOU) with the Financial Stability 
Oversight Council, Office of Financial Research, U.S. Department of the Treasury or Internal 
Revenue Service? If so, please provide copies of all such memoranda to this Committee. 

Response: 

The Consumer Financial Protection Bureau (Bureau) entered into a Memorandum of 
Understanding (MOU) with the Financial Stability Oversight Council and its members 
(attached), including the Department of Treasury and the Office of Financial Research, setting 
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forth the treatment of any non-public information shared amongst the signatories to the MOU. 
The Bureau also has an MOU with the Department of Treasury’s Financial Crimes Enforcement 
Network (attached) related to access to information collected pursuant to the Bank Secrecy Act, 
The Bureau does not have an MOU with the Internal Revenue Service. 


Hensarling 26: 

Are you open to creating an advisory opinion process whereby lenders and other regulated 
entities can petition the Bureau for an opinion on whether a proposed product or service is likely 
to be found law'ful and compliant by the Bureau? This process is used by many other regulatory 
agencies and provides greater certainty to market participants and encourages product 
innovation, which benefits consumers. In your view, could the Bureau adopt such an advisory 
opinion process by rule, or is legislation required? 

Response: 

We agree that consumer-friendly innovation and entrepreneurship is important for ensuring that 
all consumers have access to fair, transparent, and competitive consumer financial markets. The 
Consumer Financial Protection Bureau (Bureau) has taken steps to encourage and facilitate such 
innovation. In November 2012, the Bureau launched Project Catalyst, a program of working 
together with innovators to make sure they have good communication to understand the 
regulatory implications of their products and to help the Bureau understand what ideas do and 
don’t work for consumers. The Bureau has also implemented a policy for authorizing companies 
to test disclosures (or disclosure delivery methods) that might work better than what regulations 
currently call for. As we continue our efforts, we welcome input about how best to foster 
innovation. 


Hensarling 27: 

Are you open to providing the public advance notice of the release of any enforcement bulletin 
and regulatory guidance and affording the public the chance to comment on any such bulletin or 
guidance? Such a process could provide the public with an additional opportunity to provide the 
Bureau with helpful feedback, even in instances where the Bureau is simply restating its view of 
existing law and regulations. If you do not support providing the public with this opportunity, 
please articulate your reasons for opposing such a process. In your view, could the Bureau adopt 
such a notice-and-comment process by rule, or is legislation required? 

Response: 

The Administrative Procedure Act (APA) sets out the principles by which federal agencies 
engage in regulatory activity and in applicable cases calls for comments from affected parties 
and the general public concerning an agency’s activity. The APA does not impose a notice and 
comment requirement for a general statement of policy, a non-binding informational guideline, 
or an interpretive memorandum. 
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We value public input in our formulation of policy, and the Consumer Financial Protection 
Bureau (Bureau) engages stakeholders using a variety of mechanisms, ranging from infonnal 
consultations between industry and market specialists in the Bureau to published notices with a 
specified comment period. The Bureau has elected to engage in notice-and-comment rulemaking 
in a number of cases that would not have been required under the APA. In some circumstances a 
formalized notice-and-comment process is not the optimal vehicle. For example, in September 
2013 the Bureau issued a bulletin explaining the meaning of certain provisions in its mortgage 
sert'ieing rules. The Bureau issued that bulletin in response to requests from various 
stakeholders that we provide additional clarity about certain topics before the mortgage rules 
came into effect. A notice-and-comment process could have taken until after institutions were 
required to comply with the provisions at issue, and thus could have impeded the attempt to 
provide the needed clarity. 


Hensarling 28: 

1 am concerned that the Bureau is undertaking investigations that duplicate similar efforts 
undertaken by other state and federal agencies, which is an inefficient use of limited law 
enforcement resources. 

a. Without revealing the identity of any company under current investigation, please 
state the number of Bureau investigations currently underway in which another state 
or federal agency is conducting an investigation of the same company or of the same 
or similar activities. 

b. Please state the percentage of Bureau investigations in which another state or federal 
agency issued a subpoena, civil investigative demand, or otherwise obtained 
information from the same company being investigated before the Bureau did so? 

c. Finally, is the Bureau currently investigating any company that is not currently 
considered to be a financial services company? If so, please describe the products or 
services provided by any such company and the legal basis for the Bureau’s authority 
to investigate such companies. 

Response: 

Coordination and collaboration with our law enforcement counterparts on both the state and 
federal level is a high priority for us. The Consumer Financial Protection Bureau (Bureau) is 
committed to working with law enforcement partners for many reasons. Strong lines of 
communication ensure that we are aware of emerging harm to consumers and that we address 
these issues in a timely and appropriate fashion. In addition, effective coordination and 
collaboration helps us avoid duplication of efforts. In some cases, this coordination is directed 
by statute or Memorandum of Understanding (MOU), but it is, in all cases, the type of good 
government we strive to practice. With partners such as the states and the Federal Trade 
Commission (FTC), the Bureau seeks to avoid duplication of efforts, and has entered into several 
interagency agreements that reflect this objective. The Bureau also works closely with 
prudential regulator partners to avoid duplication and burden. The fact of our investigating the 
same entity as a law enforcement partner does not itself reflect inefficiency; indeed it often 
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represents these coordinated efforts. In fiscal year 2013, the Bureau shared and received 
information with state and/or federal law enforcement partners in 80 matters. 

The Bureau’s enforcement authority is not limited to solely financial services companies. As 
appropriate, the Bureau may investigate other types of persons’ possible violations of the laws 
the Bureau enforces. 
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Questions for the Record Submitted by Representative Bill Huizenga: 

Huizenga 1; 

On January 14, 2014, the Financial Services Subcommittee on Financial Institutions and 
Consumer Credit held a hearing on the recently enacted Ability to Repay rule and its Qualified 
Mortgage (QM) definition. 

In testimony, Bill Emerson, the Vice Chairman of the Mortgage Bankers Association (MBA) and 
CEO of Quicken Loans, which is headquartered in my home state of Michigan, made a series of 
recommendations for how the CFPB could improve the Ability to Repay rule so it better serves 
consumers and promotes the vibrant flow of safe and affordable mortgage credit. Among MBA’s 
recommendations are increasing the threshold for smaller balance loans, establishing a “right to 
cure” calculation errors and other processing mistakes, providing better w'ritten guidance, and 
raising the APOR tolerances. 

I understand the CFPB is considering making adjustments to the Ability to Repay rule later this 
year. 


a. What is the Bureau’s timeframe for publishing amendments to the Ability to Repay 
(APR/QM) rule? 


Response: 

The Consumer Financial Protection Bureau (Bureau) is considering various issues for possible 
rulemaking during calendar year 2014, including under the Ability-To-Repay (ATR)/Qualified 
Mortgage (QM) rule. Some issues may be addressed more quickly, either because we recognize 
that they are more urgent or because they are easier and more straightforward to address than 
others - or in some cases both. Accordingly, the Bureau may conduct more than one rulemaking 
process in 2014 with different timelines for each. 

b. Is the CFPB considering revising the “points and fee” threshold for smaller loans? 
Currently, loans with a balance of less than $100,000 are able to qualify as QM loans 
with higher “points and fees,” ranging from 3 percent to as high as 8 percent for the 
smallest loans. Would you agree that setting the definition closer to the national 
average of $219,000 would improve access to credit for low- and moderate-income 
Americans? 

Response: 

The Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) 
established the basic three percent points and fees limit for qualified mortgages (QM), but it also 
required the Bureau to prescribe rules adjusting this limit to permit lenders that extend smaller 
loans to meet the QM requirements. Prior to the transfer of its consumer financial protection 
functions to the Bureau, the Board of Governors of the Federal Reserve System (Board) initially 
proposed the smaller loan limit as $75,000. In response to comments on the Board’s proposal, 
the Bureau raised the smaller loan limit to $100,000. It was estimated that this increase would 
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double the percentage of loans eligible for the adjusted limit from approximately 1 0 percent to 
20 percent. This resulted in a substantial increase in loans eligible for an adjusted limit while 
still giving deference to the statutory norm for most loans. The Bureau is monitoring the market 
for evidence about the effect of the rule on consumers, including any impact on their access to 
credit. 

c. Is the CFPB considering providing lenders with the ability to “cure” mortgages that 
were intended to be QMs but, through a calculation error or other processing mistake, 
did not fit into the strict definition? Without such a procedure, lenders will tend to 
avoid transactions at the boundaries of QM ~ an outcome at odds with your stated 
goals for the new rule. 


Response'. 

The Bureau has heard this concern from creditors and is thinking carefully about the different 
types of issues that may arise with regard to different types of errors and different types of 
thresholds under the Qualified Mortgage (QM) definition. For example, the types of errors that 
may occur and the types of correction mechanisms - if any - that might be appropriate could be 
different for the limit on points and fees than for the threshold for debt-to-income ratio that 
applies to certain types of QMs. The Bureau w'ants to be sensitive to consumers’ interests in 
assessing any cure mechanism, as well as how to maintain strong compliance incentives. We 
realize that creditors and secondary market actors may have different concerns. In light of the 
complexity of the issues, we expect to be inviting public comment soon. 

d. Is the CFPB considering establishing a better process for the provision of written 
guidance? In his testimony, Mr. Emerson noted that the absence of timely, 
authoritative written guidance has resulted in industry confusion and understandable 
reluctance to offer consumers certain beneficial loan features such as bona fide 
discount points that help them reduce their interest rate and monthly payment. 

Response: 

The Bureau provided the mortgage industry with an extraordinary level of implementation 
support and guidance, through the auspices of a major initiative dedicated to just that purpose, 
during calendar year 2013. This included several rounds of written clarifications, amendments, 
and guidance. The Bureau undertook that initiative because we recognize that, w'ithout timely 
and smooth implementation of new rules, those rules do not deliver to consumers the intended 
benefits and protections. Accordingly, assistance to industry in interpreting and implementing 
our rules has been and remains a high priority for the Bureau. In performing this function, we 
must be careful to balance legal requirements and practical considerations; there is often a trade- 
off between the speed and the reliability of answers provided. A notice and comment process 
provides all stakeholders an opportunity to weigh in on complex issues. The Bureau continues to 
examine our experiences in providing industry implementation support, while also remaining 
mindful of our obligations under the Administrative Procedure Act, and expect to apply any 
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lessons learned in implementation of additional rulemakings, such as the integrated federal 
mortgage disclosure forms required by the Dodd-Frank Act. 

e. Is the CFPB considering raising the APOR/APR thresholds to qualify as QM safe 
harbor loans? Only mortgages where the APR is less than 1 50 basis points over the 
applicable benchmark APOR qualify. Increasing the spread to 200-250 basis points 
would extend QM loans to a greater number of borrowers, satisfying their credit 
needs with sustainable and affordable loans. 


Response: 

As a point of clarification, when a (first lien) loan’s annual percentage rate (APR) exceeds the 
applicable average prime offer rate (APOR) by 150 basis points it does not automatically become 
non-QM. If it meets the criteria for a QM, the loan remains a QM but is subject to the rebuttable 
presumption of compliance with ability-to-repay requirements under the Dodd-Frank Act and 
Bureau regulations rather than being subject to a safe harbor that attends a QM with lower 
overall loan pricing. The consumer’s ability to rebut that presumption is limited to a showing, 
based on information of W'hich the creditor was aware, that the creditor left insufficient residual 
income to meet daily living expenses after making the scheduled mortgage payments. We 
believe this approach strikes the right balance. We continue to monitor the effects of the rules on 
the market and we remain open, as always, to new empirical information. 
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Questions for the Record Submitted bv Representative Mick Mulvaney: 

Mulvaney 1: 

A recent report issued by the Philadelphia Federal Resert'e Bank under its Working Paper Series 
found that stricter regulation of third-party collectors is associated with creditors extending fewer 
lines of credit and reducing the amount of credit offered - all of which ultimately harms 
consumers. The report concluded that “financial regulation that institutes strong consumer 
protection must be balanced with creditor rights in order for the latter to extend consumer credit 
in the first place.” As the Bureau engages in its rulemaking on the debt collection industry, how 
will you ensure that there is balance between strong consumer protection and creditor rights? 

Response-. 

The Consumer Financial Protection Bureau (Bureau) has been considering and will continue to 
consider the potential costs to industry (including creditors) of any debt collection rule that may 
develop. Section 1022(b)(2) of the Dodd-Frank Wall Street Reform and Consumer Protection 
Act requires that the Bureau consider the potential benefits and costs of its rules to consumers 
and industry, including the potential reduction of access by consumers to consumer financial 
products or services (such as credit) resulting from any such rules. In addition, the Paperwork 
Reduction Act requires that the Bureau obtain Office of Management and Budget (0MB) 
approval for information collections, a debt collection rule. To obtain such approval, the Bureau 
would have to justify its collections of information by, among other things, establishing the need 
and intended use of the information, estimating the burden the collection will impose on those 
subject to the proposed rules, and showing that the collection is the least burdensome way to 
gather the information. The Regulatory Flexibility Act further requires the Bureau to conduct 
certain analyses regarding the impact of its rules on small businesses. All of these legal 
requirements ensure that the Bureau will consider the costs of debt collection rules, including 
their effects on creditors, as part of the process of developing rules. 

The Bureau has already begun soliciting and considering information about the potential costs, 
benefits, and impacts of regulation in the debt collection area. In November 2013, the Bureau 
published an Advanced Notice of Proposed Rulemaking (ANPR) relating to debt collection. The 
ANPR posed many questions about the costs of possible restrictions and limitations on debt 
collection and solicited information from stakeholders, including debt collectors and creditors, 
describing and documenting the potential costs associated with various proposals. The deadline 
for public comments in response to the ANPR was February 28, 2014, and the Bureau received 
many detailed responsive industry comments. The Bureau is also compiling and considering 
available empirical research that may bear on the costs and elTects of proposed debt collection 
rules. In particular, economists in the Bureau’s Office of Research have closely reviewed the 
Philadelphia Federal Reserve Bank Working Paper referenced in your question and have 
discussed with its author his analysis, findings, and conclusions. 


Mulvaney 2: 

In response to a question from Rep. Meeks about the importance of ensuring access to small- 
dollar credit, you mentioned several different products, including payday loans and “certain 
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types of installment loans." I share your understanding that small-dollar lending serves an 
important function for many borrowers, especially those who may not utilize traditional banking 
services, and hope the Bureau will work to ensure the continued viability and availability of 
these products. 

You indicated that the Bureau plans to “move ahead with making some policy judgments and 
regulations in this area.” As you do so, please provide to me: 

a. The Bureau’s definition of “installment loan” and how the Bureau is distinguishing 
between the different types of installment loans that you referred to during the 
hearing. 


Response: 

An installment loan is repaid over the term of the loan through a fixed number of periodic 
payments. The Consumer Financial Protection Bureau (Bureau) recognizes that there are a 
variety of different installment loans. For example, installment loans may be secured or 
unsecured, may vary in length, and may be used for a variety of different purposes, including 
asset purchases or meeting short-term expenses. 


b. The features of installment loans that, in the opinion of the Bureau, provide value to 
consumers. 


Response: 

Installment loans may benefit consumers by allowing them to borrow money and repay over time 
consistent with their budgetary needs and preferences. 

c. The features of installment loans that are of concern to the Bureau. 


Response: 

The Bureau continues to research and monitor the market to evaluate the extent to which features 
or practices associated with installment loans present risks of consumer harm. The Bureau is 
concerned that, at least with respect to some installment loans, lenders may not rigorously 
underwrite the loans to detennine whether consumers are likely to be able to repay the loan. The 
Bureau is also concerned that front-loaded fees and charges may create incentives for lenders to 
encourage borrowers to refinance their loans, even if it would not be in the consumers’ interest to 
do so. In addition, the Bureau is concerned that some lenders may market add-on products, such 
as credit insurance, that provide little benefit to consumers and raise the cost of borrowing. 


Mulvaney 3: 

In response to questions from Rep. Luetkemeyer, you emphasized that “online lenders that are 
legitimate and valid deserve protection against online lenders that are undercutting them. 
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violating the law, not complying with the same requirements that they comply with.” I applaud 
you for this statement, and for your recognition that “there’s a lot of online lending that is 
perfectly proper and valid, and may even cut some costs over physical, in-person lending.” 

You also mentioned that you have been working with state attorneys general to resolve issues 
that arise from the complex nature of online regulation. In addition to state attorneys general, are 
you working on these issues in cooperation with the Federal Deposit Insurance Corporation or 
the Department of Justice? 

As the primary regulator for payday lenders, how will you ensure that recourse is available to 
legitimate online lenders who may have been negatively impacted by enforcement or regulations 
intended to stamp out illegitimate lenders? 


Response: 

The Consumer Financial Protection Bureau (Bureau) works collaboratively with others in the 
federal government, including the Department of Justice and the Federal Deposit Insurance 
Corporation, on a variety of issues, including issues related to online lending. As the Bureau has 
stated repeatedly, all lenders should be mindful of state and federal law and must comply with all 
of the laws applicable to them. This is true for online lenders, just as it is for lenders operating 
out of physical storefronts. The Bureau will continue to make clear that it is committed to 
addressing unlawful online lending activities and is not seeking to prevent online lenders who 
comply with the law from continuing to operate. 


Mulvaney 4: 

The CFPB’s April 2013 white paper on “Payday Loans and Deposit Advance Products” looks at 
“sustained use” of payday loans, and then states that such use “may become harmful for 
consumers when they are used to make up for chronic cash flow shortages.” 

a. If “chronic cash flow shortages” are the underlying problem, it seems unlikely that 
regulating “sustained use” is the solution. Do you agree? 


Response: 

The Consumer Financial Protection Bureau’s (Bureau) White Paper raised concerns that payday 
loans could be harmful for consumers when such loans are used to make up for chronic cash 
flow shortages. Payday loans are unlikely to help consumers with persistent gaps between their 
expenses and their income. Moreover, consumers with chronic cash flow shortages are likely to 
have difficulty repaying their loans without re-borrowing repeatedly. As a result, many such 
consumers experience sustained use of what are ostensibly short-term loans and thus end up 
incurring substantial costs. 
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b. Isn't the potential regulation of sustained use simply another way of regulating the 
cost that consumers may pay for a particular financial product, in this case payday 
loans? 

Response: 

The Bureau’s concerns about sustained use of payday loans stem from the finding that many 
consumers who obtain ostensibly high-cost, short-term loans end up in high-cost, long-term debt. 
The Bureau has not deteniiined what, if any, steps it should take to address sustained use of 
payday loans. 

c. Doesn’t Dodd-Frank, by prohibiting the CFPB from setting a usury rate, prohibit 
regulation of the cost of a financial product? 


Response: 

Section 1027(o) of the Dodd-Frank Wall Street Reform and Consumer Protection Act provides 
that the Bureau does not have the authority to establish a usury limit. 


d. The same white paper also fails to provide sufficient granular data to explain the 
measure of sustained use, which is necessary in order to determine if such use is 
beneficial or harmful to the consumer. How' do you respond to this significant 
oversight, and don't you agree it must be addressed before the white paper can be part 
of the basis for CFPB rulemaking? 

Response: 

The White Paper provides substantial data about consumer usage patterns for payday loans, 
including the sustained use of such loans by many consumers. The Bureau released additional 
research on March 25, 2014 that provides detailed analysis of consumers’ use of a payday loans, 
with a focus on loan sequences, the series of loans borrowers often take out following a new 
loan. 


e. Do you foresee any other research being released by CFPB regarding payday lending 
prior to any rulemaking? 


Response: 

The Bureau released additional research on March 25, 2014 that provides detailed analysis of 
consumers’ use of a payday loans, with a focus on loan sequences, the series of loans borrowers 
often take out following a new loan. The Bureau will continue to collect and analyze 
information about the payday loan market. Subsequent findings will be reflected in any 
rulemaking pertaining to this market. These findings may be presented either through 
publications or presentations in advance of a rulemaking or through information presented as 
part of a rulemaking itself. 
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Mulvaney 5: 

The Bipartisan Policy Center published a report in September 20 1 3 that listed several concerns 
with the CFPB’s transparency efforts. In part, BPC found that after a June 20 1 3 forum, “CFPB 
held an ostensibly public follow-up meeting. The meeting, however, was open only to those 
consumer groups, industry members and government officials who received a personal invitation 
from the CFPB.” 

BPC also noted that CFPB fails to publish notices of its field hearings in the Federal 
Register without providing the level of disclosure found in Federal Register notices from 
other regulators. BPC also criticized the CFPB for occasionally providing vague 
descriptions of the hearing topics. 

Alarmingly, BPC found that there were instances where CFPB did not provide any notice 
at all of public hearings, including for its hearings on overdraft fees and payday lending. 

a. What federal regulations must CFPB comply with regarding notice of public 
meetings and hearings? 

b. Does CFPB have any additional internal requirements for publishing notice of public 
meetings? 

c. How does the CFPB define a public meeting? Does a meeting where attendance was 
limited to invitees meet the definition of a public meeting? 

d. If the public is excluded from CFPB meetings, either directly by exclusive invitations 
or indirectly by inadequate notice, how is the Bureau accomplishing your stated goal 
of increased transparency? 

e. Are you willing to submit to the Committee a plan of action for the upcoming months 
to improve transparency at the CFPB? 

Response: 

The Consumer Financial Protection Bureau (Bureau) is proud of its record of openness, 
transparency, and engagement with the public. We have hosted between eight to eleven public 
events per year. We arranged these events in the interest of public input and accountability. To 
ensure robust participation, we promote these field hearings through visible placement on our 
website, press releases, email notices, and calls to congressional delegations near the hearing 
location. Given that our target audience for these hearings is the general public, we have not 
published notices in the Federal Register because it is not a publication widely read by the 
general public. 

With respect to the Bipartisan Policy Center report, we note several inaccuracies as to our record 
for publicizing events. Contrary to the report, the Bureau gave advance notice of both of the 
field hearings on February 22, 2012 and January 19, 2012. The Bureau publically announced the 
February 22, 2012 hearing 12 days before the event."* The Bureau released a media advisory 
statement entitled, “Consumer Financial Protection Bureau to Convene Field Hearing in 
Birmingham, Alabama on Payday Lending,” a week before the January 19, 2012 event. In fact, 

'* http://www.consumerfinance.gov/bloe/save-the-date-new-vork/ 
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demand to attend our January 19* payday hearing was so high that the Bureau had to announce a 
move to a larger venue to accommodate the public.^ For individuals who could not attend the 
January 19* hearing, the Bureau also invited public comments to be submitted for the record 
after the hearing.* In addition, whenever possible, the Bureau has streamed its public hearings so 
that geography and timing do not interfere with the ability of the public to view events. 
Recordings of these public events are posted on the Bureau’s website’ after the events have 
concluded. Finally, with regard to publication of hearing agendas, given that our target audience 
for field hearings is the general public, the Bureau intentionally provides a broad topic agenda so 
that all members of the public feel welcome to attend and voice their experiences. Constraining 
the agenda to specific technical or regulatory issues could discourage a broad exchange of ideas 
from the general public. 

The Bureau has adopted a number of operating norms to ensure transparency such as publicizing 
public hearings on our website and through the media, live Internet streams where possible, and 
transcripts. For our Consumer Advisory Boards, established by the Dodd-Frank Wall Street 
Reform and Consumer Protection Act to advise and consult with the Director, we also publish 
meeting agendas, minutes, annual reports, and videos of the public portions of these meetings.* 
Consumer Advisory Board meetings are also published in the Federal Register prior to the 
meeting. Like other government entities, including departments and agencies, federal regulators, 
and Members of Congress, the Bureau hosts some events with stakeholders that are open to the 
public, and others that are not. 

The Bureau always welcomes input and advice from Congress and the public on how we can 
make our field hearings and other open meetings more accessible and robust forums for the 
public to provide input. 


* http://w'ww.coiisumerFmance.gov/newsroom/consumer-financial-Drotection-bureau-convenes- 
field-hearing-in-birmingham-alabama-on-pavdav-lending/ 

* http://wv,'w.con.sumerfinance.gov/blog/share-vour-input-on-pavdav-lending-for-tiie-official- 
record/ 

’ http://www.consuiTierfinance.gov 

* http://w'Ww.consumerfinance.gov7advison'-groups/advisorv-groups-meeting-details/ 
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Questions for the Record Submitted by Representative Andy Barr: 


Barr 1: 

As the CFPB is aware, many community banks originated balloon loans as the bulk of their 
consumer real estate lending portfolio. These banks must take action when a balloon loan they 
currently have in their portfolio matures. 

Unfortunately some borrowers may not show a verifiable income sufficient to qualify for a new 
loan under the ability-to-repay standards, even though they have never actually missed a 
payment on their existing balloon loan and have a clean credit history. 

a. The community banks in my district are wondering whether the ability-to-repay rule 
requires them to foreclose on a borrower who has never missed a payment. Should 
the community bank, mindful of past performance of the loan, willfully disregard the 
ability-to-repay rule and rewrite the loan based on its best judgment and close 
knowledge of the borrower, or should the bank begin foreclosure proceedings, 
notwithstanding the borrower’s prior record, since the borrower cannot pay off the 
matured loan? 

Response: 

Congress made a decision in the Dodd-Frank Wall Street Reform and Consumer Protection Act 
to impose certain special safeguards on the way that balloon mortgage loans are underwritten to 
address concerns that consumers were being left without the ability to repay or refinance such 
loans. At the same time, Congress also recognized that small creditors in rural and underserved 
areas were more likely to make balloon loans and that such restrictions might create access to 
credit issues in such areas. Accordingly, the statute provides that balloon loans can be Qualified 
Mortgages if they are made and held on portfolio by small creditors that operate predominantly 
in rural or underserved areas. 

In implementing these provisions, the Consumer Financial Protection Bureau (Bureau) 
concluded that it was appropriate to provide a two-year transition period during which balloon 
loans made by any small creditor - regardless of that creditor’s location - could be designated as 
Qualified Mortgages if they are held on portfolio and meet certain other conditions. This should 
help consumers and creditors address the refinancing of existing balloon loans during this period. 
The Bureau is also using this two-year period to study a broad range of issues with regard to 
balloon loans, small creditors’ ability to transition to making adjustable rate mortgages, and the 
definition of “rural or underserv ed areas.” The Bureau intends to work with both consumers and 
creditors to preserve access to refinancing options on performing existing loans. 

b. Given these concerns, would you support a legislative fix that would grandfather into 
the qualified mortgage safe harbor balloon loans with a history of performance and 
which are currently held in portfolio by the community bank? 
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Response: 

The Bureau generally does not take a position for or against prospective legislation. As noted 
above, the Bureau is already working to analyze and address concerns on this topic, and would 
implement any such statutory amendments faithfully if they were enacted into law. 


Barr 2: 

In addition, during the hearing, I asked you about a series of nondiscriminatory factors that could 
explain why one consumer might pay less for an auto loan obtained through an auto dealer, 
compared to another consumer. If one of these factors is the reason why prices vary from 
consumer to consumer, there is no unlawful discrimination. Hence, to do a proper comparison, 
these variables need to be pulled out of the CFPB’s analysis when alleging disparate impact. 

You conceded during the hearing that some of these factors are “relevant.” My question 
concerns whether these “relevanf’ factors were properly considered in CFPB’s analysis of 
disparate impact. 

Please answer Yes or No to the following (if “No” please state a reason why); 

a. Is the amount financed considered when CFPB is alleging disparate impact 
discrimination in indirect auto financing? 

b. Is borrower creditworthiness considered, including the efforts by the dealer to arrange 
financing for the consumer? 

c. Is the presence of a competing offer from another financing source considered? 

d. Is the length of the loan considered? 

e. Is the presence of a manufacturer’s discount of the rate considered? 

Response: 

Yes, the Consumer Financial Protection Bureau’s (Bureau) analysis considers creditworthiness 
factors, like credit scores and debt-to-income ratios; characteristics of the collateral; and terms of 
the deal, like the amount financed, down payments, the existence of a manufacturer discounted 
rate, and term of the loan. These factors are typically taken into account by lenders in arriving at 
the appropriate “buy rate,” and thus the Bureau’s analysis of dealer markup accounts for them by 
focusing only on the difference between the buy rate and the added cost of the discretionary 
dealer markup. Because the above-cited factors are already taken into account when determining 
the appropriate buy rate and are, therefore, considered in the overall interest rate the consumer 
receives, they are generally, absent additional evidence of legitimate business need in 
conjunction with their consideration in setting the dealer markup, not appropriate to use as 
“controls” again for an analysis of only dealer markup. 

To date, the Bureau has not been provided with supporting documentation that would justify 
inclusion of controls for efforts by the dealer to arrange financing for the consumer or the 
presence of a competing offer from another financing source, and so has not considered them in 
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its analysis. Variables that lack supporting documentation as to their consideration in setting the 
dealer markup are generally not appropriate to use as '‘controls.” 

Each supervisory examination or enforcement investigation is based upon the particular facts 
presented by the entity under review. Thus, in our analyses we consider analytical controls 
which are appropriate to each particular entity. Any controls are dependent upon the particular 
lender’s policies, practices, and procedures. When lenders share with us the nature and results of 
their own analyses, we are open to hearing specific explanations for the decisions they have 
made to include particular analytical controls that reflect a legitimate business need. In the credit 
context, a creditor practice is discriminatory' in effect if it has a disparate impact on a prohibited 
basis, unless the creditor practice meets a legitimate business need that cannot reasonably be 
achieved as well by means that are less disparate in their impact. 

Lenders can and should take creditworthiness and terms of the loan into account in the pricing of 
credit. The Bureau’s focus is on the fair lending risk created by policies that allow dealers the 
discretion to mark up each consumer’s buy rate after the lender has taken these factors into 
account in determining the risk-based buy rate for a particular loan, and then compensating 
dealers by giving them a share of that mark up. 


Barr 3: 

Finally, the Bureau has repeatedly asserted, including in a response to my office, that the Indirect 
Auto Bulletin is exempted from the Administrative Procedure Act’s (APA) Notice of Proposed 
Rulemaking (NPRM) requirements. Specifically, the Bureau stated that the Bulletin falls under 
the exemption "for general statements of policy, non-binding informational guidelines, or 
interpretive memoranda.” 

a. Under which of these exceptions to the APA does the Bureau feel it can circumvent 
the standard rulemaking procedures, particularly NPRM? Simply, which of the 
following categories does the Bulletin fall under: a general statement of policy, a non- 
binding infonnational guideline, or interpretive memoranda? 

b. Even under this exemption, the APA requires agencies to publish these rules within 
the Federal Register. Mas the Bureau published a notification of the issuance of the 
Bulletin in the Federal Register? If not, does the Bureau intend to? 

c. It is clear from the legislative history of the APA that Congress did not intend for 
these exceptions from the law’s notice and comment requirements to be a loophole 
for the agencies to expedite the promulgation of rules. What is the agency’s rationale 
for using this exception? 

d. Since the Bulletin appears to be intended to change behavior with the force of law, 
how can the Bureau claim that it only applies to intra-agency behavior in the manner 
of a statement of policy, informational guidelines, or rules of agency organization, 
procedure or practice? 

e. How does the agency intend to keep Congress, the public, and industry stakeholders 
notified on the proposal, promulgation, and implementation of rules addressing 
disparate impact and the justification of these rules? 
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Response: 

The Equal Credit Opportunity Act (ECOA) and Regulation B, which was the result of notice and 
comment, make it illegal for a “creditor” to discriminate in any aspect of a credit transaction 
because of race, color, religion, national origin, sex, marital status, age, receipt of income from 
any public assistance program, or the exercise, in good faith, of a right under the Consumer 
Credit Protection Act. 

The Administrative Procedure Act (APA) sets out the principles by which federal agencies 
engage in regulatory activity, and in applicable cases, allows for comments from affected parties 
and the general public concerning an agency’s activity. The Auto Bulletin principally reminded 
institutions of their legal responsibilities under existing law and provided suggestions for 
mitigating legal risks. The Bulletin did not establish additional legal requirements for either the 
public or for the Consumer Financial Protection Bureau (Bureau), Rather, the Bulletin provided 
examples of internal controls, program features, and compliance management systems that 
institutions might use to mitigate legal ri.sk. While the Bureau regularly engages in extensive 
dialogue with stakeholders, our issuance of the Bulletin to provide clarity and guidance for 
institutions regarding the application of ECOA and Regulation B, and our attendant supervisory 
and enforcement approach, did not necessitate notice and comment under the APA. 

The Bureau made the Auto Bulletin available to the public via numerous means, including its 
website and public speeches. The Bureau is committed to following the requirements of the 
APA across all its rulemakings. 
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Questions for the Record Submitted by Representative Steve Stivers: 

Stivers 1: 

A recent Washington Post story quoted Deepak Gupta, the Bureau's former Litigation Counsel 
and Senior Counsel for Enforcement Strategy as saying: 

“Sometimes you couldn’t write down your thinking, because it 
could wind up in front of some hostile congressional committee...! 
would use the word paranoia, except paranoia implies that it’s not 
justified.’’ 

This admission comes on the heels of a July 2013 report that the Bureau is coaching its 
employees to “FOIA-proof’ their Outlook calendars by instructing them to “avoid annotating 
entries with agendas, detailed discussions,” and “minimize attachments to your calendar 
appointments.” 

a. Is it a widespread practice at the Bureau to avoid documenting its activities so as to 
evade Congressional scrutiny? Was Professor Gupta acting contrary to Bureau 
policy? Have you made it clear to Bureau staff that it is not in the Bureau’s interest to 
frustrate a Congressional inquiry? 

Response: 

The Consumer Financial Protection Bureau (Bureau) does not encourage employees to avoid 
documenting their activities for any reason. In fact, the Bureau publishes the Director’s 
complete schedule with descriptions of meetings on the Bureau’s website every month. Indeed, 
employees at every level are counseled regularly on their duty to preserve records that document 
the organization, functions, policies, decisions, and procedures of the Bureau. The Bureau’s 
policy with respect to congressional inquiries, which has been communicated to all staff, is to 
respond to such inquiries with timely, accurate, complete, and consistent information. 

b. 1 have a bill that creates a Senate confirmed independent inspector general for the 
CFPB (H.R. 3770). Would you agree or support this bill which would provide 
Congress additional oversight of your agency? 

Response: 

The Bureau does not generally take positions on legislation. We currently have a very strong, 
experienced Inspector General who is in engaged In rigorous oversight of the Bureau. 


Stivers 2: 

in the same Washington Post story, Leonard Chanin, the former head of rulemaking at the CFPB 
made the following comments about your organization: “1 lost faith that the agency would 
become a truly independent entity and carefully balance consumer costs and access to credit with 
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consumer protection," Chanin said. . There is great risk in assuming you know what is best for 
the consumer...” 

Do these comments trouble you in any regard? Do you see it as your job to remove decision 
making ability from consumers and transfer it to the Bureau staff? Why would Mr. Chanin make 
these comments if this was not an issue at the Bureau? 

Response: 

Section 1022(b)(2)(A) of the Dodd-Frank Wall Street Reform and Consumer Protection Act calls 
for the Consumer Financial Protection Bureau (Bureau) to consider the potential benefits, costs, 
and impacts of its consumer protection regulations, including the potential reduction of access by- 
consumers to consumer financial products and services. The Bureau continually seeks to 
improve our understanding of consumer preferences and decision-making. The Bureau supports 
its efforts in rulemaking, supervision, enforcement, consumer education, and research and 
reporting by carefully integrating direct input and advice from consumers, as well as industry. 

The Bureau’s efforts to gather consumer input is not limited to notice-and-comment periods 
during the rulemaking process. For example, prior to issuing a recent rule to integrate mortgage 
disclosure forms under the Truth in Lending Act (TILA) and Real F.state Settlement Procedures 
Act (RESPA), the Bureau conducted testing with consumers to gauge their understanding and 
decision-making to craft better disclosure forms. The Bureau also tested the fonns with industry 
and gathered extensive stakeholder feedback through our website. We also hold regular 
meetings, roundtables, field hearings, and various other events across the country where 
consumers have an opportunity to share their insights with the Bureau both generally and in the 
context of specific initiatives and rulemakings. The Bureau’s Office of Consumer Response also 
has provided the Bureau with a unique opportunity to hear directly from consumers, and has 
reeeived over 300,000 complaints since July 20 1 1 . The Bureau has also engaged extensively 
with various advisory groups, such as our Consumer Advisory Board, Community Bank 
Advisory Council, and the Credit Union Advisory Council, to provide multi-faceted views of the 
consumer financial experience. 

Mr. Chanin, of course, is entitled to his own opinions. The broad acceptance of the mortgage 
rules by both consumer advocates and industry indicates satisfaction with the way in which the 
Bureau balanced the competing concerns in its most important set of rulemakings to date. As a 
data-driven organization, we want to be sure that our analysis of particular segments of the 
industry is based on current and solid facts about that industry, its business practices, and its 
participants. The Bureau carefully considers potential effects of rules we are considering on 
consumers’ costs and access to credit and other financial services. This has been and continues 
to be the Bureau’s approach with planned rulemakings, as evidenced in the Bureau’s balanced 
approach to the remittance and mortgage final rules it has adopted. 


Stivers 3: 

In response to questions about forms of “nondiscretionary compensation" of dealers that indirect 
auto lenders can evaluate. Bureau staff has indicated that “flat fees” are but one form of such 
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compensation. At the auto finance forum in November 2013, Bureau staff said that other forms 
of “nondiscretionary compensation” could include flat percentages per amount financed and/or 
tying dealer compensation to the amount financed and the loan term. Both of these options seem 
like variation of flat fees. 

a. Are there examples of “nondiscretionary compensation” that the CFPB can share with 
industry? 


Response: 

Regarding the types of alternative dealer compensation systems that would be acceptable to the 
Consumer Financial Protection Bureau (Bureau), the answer depends on the specifics of each 
lender’s business. As the Bureau has indicated, in our experience, permitting discretion in 
pricing and tying compensation to the exercise of that discretion may often significantly increase 
fair lending risk. Potential nondiscretionary compensation systems could vary in design and 
sophistication, depending on the needs of an individual lender’s business. 

Industry participants have identified several possible models of nondiscretionary dealer 
compensation. One model compensates dealers using the same flat amount for each loan. Under 
another model, dealers are paid a flat percentage of the amount financed. Alternatively, a lender 
could develop a hybrid system in which compensation was tied to both the amount financed and 
the duration of the contract. Both of these latter approaches are nondiscretionary compensation 
systems that allow for differences in compensation based on loan amount and potentially terni 
and hence differ from a flat fee approach. These represent only a few examples of potential non- 
discretionary compensation systems that mitigate fair lending risk. There could be many other 
possibilities. 

As a general matter, lenders will likely consider a variety of factors in designing a dealer 
compensation system, including the extent to which the fair lending risk presented by 
discretionary compensation is mitigated, whether the system would create new risks of 
discrimination or other consumer harm, and the economic sustainability of the system. 

b. Should the vehicle finance industry expect a “large participant” rulemaking in 2014? 
Response: 

Yes. The Dodd-Frank Wall Street Reform and Consumer Protection Act authorized us to 
supervise “larger participants” of markets for consumer financial products and services that we 
define by rule. So far, the Bureau has issued three rules defining larger participants in the 
consumer reporting, consumer debt collection, and student loan servicing markets. The Bureau 
has also issued a proposed rule defining larger participants in the international money transfer 
market. Defining larger participants in the auto lending market is a priority for the Bureau, and 
we hope to publish a proposal on this topic by the end of 2014. 
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Questions for the Record Submitted by Representative Blaine Lnetkemever: 

Luetkemeyer 1: 

The No FEAR Act requires federal agencies to post quarterly summaries on its public website 
pertaining to EEO complaints filed with the agency. Is it correct that in the most recent No 
FEAR Act report 23 employees filed an Equal Employment Opportunity complaint against the 
bureau? 

Response: 

There were not 23 formal Equal Employment Opportunity (EEO) complaints filed by employees 
against the Consumer Financial Protection Bureau (Bureau) from the period fiscal year (FY) 
2012 through Quarter 1 of FY 2014. In FY 2012, the Bureau received 1 1 formal complaints; in 
FY 2013, the Bureau received nine formal complaints; and in FY 2014, the Bureau received 
three formal complaints. Formal EEO complaints can be filed by employees, former employees, 
or applicants for employment. Of the 23 formal EEO complaints filed since FY 2012, nine of 
the complaints were filed by applicants for employment. 

Luetkemeyer 2; 

The No FEAR Act disclosure indicates 1 1 out of the 23 complaints are either pending or have 
been withdrawn. This means that 12 of these complaints have been disposed of in some manner. 
What happened with these complaints, and were they resolved favorably for the employees? 

Response: 

Of the 23 formal complaints, 10 cases have been settled on terms mutually agreeable to the 
parties; five cases received Final Agency Decisions issued by the Consumer Financial Protection 
Bureau’s (Bureau) Equal Employment Opportunity (EEO) Office (three merit decisions found 
that the filer did not succeed on the merits of the claim asserted and two procedural dismissals in 
accordance with 29 C.F.R. § 1614.107(a)(1) for failure to state a claim); four cases are pending 
hearing before the Equal Employment Opportunity Commission; three cases are pending 
investigation through the Bureau’s administrative complaint process; and one case was 
withdrawn by the filer. 

There have been no findings of discrimination in any of the formal EEO complaints filed. 
Luetkemeyer 3: 

The Bureau seems to have taken it upon itself to regulate certain financial products based on the 
notion that they could contain an element of discrimination. Should Congress be conducting 
more rigorous oversight of CFPB to ensure the Bureau is not violating principles it claims to 
represent? 
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Response: 

Congress included many oversight provisions for the Consumer Financial Protection Bureau 
(Bureau) in the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank 
Act), including certain oversight measures not applicable to any other regulator. 

Among other things, the Bureau’s Director is appointed by the president but must be confirmed 
by the U.S. Senate. The Director can also be removed by the president for cause. 

Additionally, the Director must testify before the House Committee on Financial Services and 
the Senate Committee on Banking, Housing, and Urban Affairs twice a year. The Bureau must 
also submit Semi-Annual Reports to both Committees pursuant to Dodd-Frank Act, which must 
include a justification for the Bureau’s budget, a list of rules the Bureau has adopted, and a list of 
supervisory and enforcement actions in which the Bureau has been involved, among other things. 

The Director and other Bureau officials te.stify before various congressional committees on a 
number of issues, allowing Members of Congress additional opportunity to exercise public 
scrutiny and oversight of the Bureau and its work. Since the inception of the Bureau, its officials 
have testified 47 times at congressional hearings before bodies of Congress. 

Like other independent banking regulators, the Bureau has an independent source of 
funding. However, the Bureau is the only independent regulator with a cap on its funding, as 
mandated by Congress. 

The Bureau’s financial statements are required to be audited annually by the Government 
Accountability Office (GAO). The Bureau’s operations and budget must be audited annually by 
an independent auditor, and the Bureau is audited regularly by its Inspector General. 

Like all other regulatory agencies, the final actions of the Bureau, including final rules, are 
subject to judicial review under the Administrative Procedure Act (APA), and may be set 
aside. Congress may also overturn any rule the Bureau promulgates. Additionally, and unique 
to any other federal financial regulator, the Financial Stability Oversight Council can overturn 
any Bureau regulation. 

The Bureau is also required to consult with other regulators about prudential, market, and 
systemic objectives during its rulemaking. And, unlike any other federal financial regulator, 
Bureau rulemakings are subject to the Small Business Regulatory Enforcement Flexibility Act 
(SBREFA) review panel process, which requires consultation with affected small businesses 
prior to the publication of proposed rules for public comment. The Bureau is also required to 
assess significant rules every five years, and is required to consider not only the potential costs 
and benefits of our rules for industry and consumers, but also the specific impact of our proposed 
rules on banks and credit unions with $10 billion or less in assets, as well as the impact on 
consumers in rural areas. These latter provisions are also unique to the Bureau. 
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Luetkemeyer 4: 

After meeting with officials from both the Department of Justice (DOJ) and the Federal Deposit 
Insurance Corporation (FDIC), both agencies have admitted to some sort of wrongdoing by their 
respective staffs regarding online lenders. DOJ and FDIC have both clarified in writing that legal 
lenders should have no problem maintaining relationships with financial institutions. Will you 
issue any formal or informal guidance or correspondence which indicates that it is acceptable for 
institutions to do business with online lenders operating within the law? 

Response: 

The Consumer Financial Protection Bureau’s (Bureau) role is, among other things, to ensure that 
payday lenders comply with Federal consumer financial law. To this end, the Bureau works 
coilaboratively witli other regulators in the markets where more than one governmental entity 
may have authority to take action. However, the Bureau is not the sole regulator of financial 
products and services providers. Other agencies operate under statutory mandates distinct from 
those conferred upon the Bureau. 

To the extent that consumers may experience injury from violations of laws within our authority, 
we will take appropriate action to ensure consistent implementation and enforcement across the 
small dollar credit marketplace. However, all lenders must comply with the laws applicable to 
them. This is true for online lenders, just as it is for lenders operating from physical storefronts. 

Luetkemeyer 5: 

A report recently released by the Inspector General of the United States Postal Service (USPS) 
suggested that USPS move into the lending space and offer small dollar short-term loans. How 
do you respond to this report? Does CFPB support the notion that USPS is a qualified lender or 
should consider entry into the lending and/or financial services space? If it was to move into this 
or a similar business, how would CFPB oversee USPS? 

Response: 

The Consumer Financial Protection Bureau (Bureau) takes no position on whether the United 
States Postal Service should engage in small dollar short term lending. However, we would 
expect any party offering consumer financial products to do so responsibly and in conformity 
with all applicable laws. Where consumers experience injury from violations of laws within our 
authority, we will take appropriate action to remedy that harm. 

Luetkemeyer 6: 

1 found several of your responses to my Questions for the Record, submitted following your 
appearance before the Committee on September 12*'', troubling and nonresponsive. Below, you 
will find one such response illustrating my concern: 

Luetkemeyer Question: “Do you believe that tribal governments have the right to use the 
internet to make loans”. 
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Cordray Response: “All lenders should be mindful of state and federal law and must 
comply with all of the laws applicable to them. Full compliance with the law is essential 
to the operation of a fair, transparent, and competitive market,” 

Please answer the following question with either “yes” or “no”: Do you believe tribal 
governments have the right to use the Internet to make loans? 

Response: 

Yes, tribal governments may use the Internet to make loans, to the extent pennitted by applicable 
laws. 

Luctkemeyer 7: 

It has come to my attention that there has been and continues to be coordination between the 
Department of Labor (DOL) and CFPB on the DOL fiduciary rulemaking. Please explain in 
detail the coordination that exists on this matter between DOL and your Bureau, and all roles, 
including formal and information roles, CFPB is taking in conjunction with this rulemaking. 


Response: 

Consumer Financial Protection Bureau staff members have met several times with 
representatives of the Employee Benefits Security Administration of the Department of Labor 
(DOL). DOL staff members have mentioned several times that they are working on a conflict of 
interest rule, but have not shared the content of the rulemaking. 


Luetkemeyer 8: 

Has CFPB coordinated with the Securities and Exchange Commission (SEC) on the SEC 
fiduciary rulemaking? If so, in what capacity? 

Response: 

The Consumer Financial Protection Bureau has not coordinated with the Securities Exchange 
Commission (SEC) on the SEC fiduciary rulemaking. 
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Questions for the Record Submitted by Representative Nvdia Velazquez: 

Velazquez 1 : 

We have learned that as a consequence of CFPB implementation of Dodd-Frank requirements 
for background checks under the Loan Officer Compensation provisions, lenders and loan 
servicing companies have started to add additional employee validation requirements as a 
standard for any and all vendors, including subcontractors and their sub-agents. In fact, such 
requirements are now being applied to such routine property preservation services as mowing 
lawns or inspections of vacant property that are performed by thousands of small 
businesses. These activities are well outside the normal duties performed by a loan 
officer. Overly-broad application of the background checks policy is costly to small businesses 
and does not materially affect the quality of lending practices. Can and will CFPB issue a 
guidance document that will clarify the intent and scope of the DFA Loan Officer Compensation 
provisions regarding background checks, clarifying that the employee validation requirements 
are limited to loan officers and individuals who perform the normal duties of loan officers? 

Response: 

Neither the Consumer Financial Protection Bureau’s (Bureau) Loan Officer Compensation rules 
nor its Mortgage Servicing rules specifically require that lenders and loan servicing companies 
perform background checks on all employees of third party service providers. The final rule 
issued in September 201 3 provides clarifying details about the requirements’ coverage. The 
Bureau currently does not plan to issue an additional guidance document regarding additional 
service provider oversight. 

The Mortgage Servicing rules do, however, require servicers to have policies and procedures 
reasonably designed to ensure that the servicer can facilitate periodic reviews of service 
providers, including by providing appropriate servicer personnel with documents and 
information necessary to audit compliance by service providers with the servicer’s contractual 
obligations and applicable law. The Bureau also issued a Bulletin in April 2012 clarifying that 
supervised financial institutions must have an effective process for managing the risks of service 
provider relationships and recommending that supervised financial institutions take steps to 
ensure that business arrangements with service providers do not present unwarranted risks to 
consumers. 

The Bureau’s expectations regarding service provider oversight will take into account the level 
of risk of consumer injury presented by a particular service provider. Factors that could increase 
the risk of harm include: 

• Significant direct contact with consumers, 

• Perfomiing multiple sendees related to a single mortgage loan account, 

• Whether the quality of the service provider's performance impacts consumers, and 

• Whether the service provider’s failure to comply with contractual or regulatory 
obligations could result in violations of Federal consumer financial law or injury to a 
consumer. 
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Conversely, when a service provider presents a low risk of harm, the Bureau expects that a 
servicer’s due diligence will include, at a minimum, ensuring that the service provider has in 
place appropriate policies and procedures, as described above, and for the tracking of consumer 
complaints about the service provider. The Bureau expects that certain forms of due diligence 
may be unnecessary in low risk situations. For example, the Bureau does not expect that 
servicers would require criminal or other background checks on every single one of a service 
provider’s employees when the servicer has determined that the service provider presents a low 
risk of harm, as the cost to both the servicer and service provider could likely significantly 
outweigh any potential benefits to consumers. 
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Questions for the Record Submitted by Representative Dennis Ross: 

Ross 1 : 

In your last visit, I questioned you on the April White Paper on Payday lending. I’m still 
concerned about the Bureau’s activities in this area, particularly as it might unduly prevent the 
good actors in that space from fulfilling the financial needs of the underbanked. 

The CFPB’s fall 2013 list of upcoming rulemakings, payday loan products were listed, indicating 
that your agency intends to take action in the near term. Can you provide the committee with 
any indication on the timing of proposing regulations for alternative or payday loan products? 

Response: 

The Consumer Financial Protection Bureau (Bureau) anticipates that it will take action in the 
near term regarding small dollar lending. The Bureau will give more specific indications of its 
timing when it publishes the next update of its Unified Agenda. 


Ross 2: 

Another area of concern for many Americans is access to mortgage credit and restriction of 
consumer choice. A woman from Brandon, Florida called my office the other day, nearly in tears 
because of the skyrocketing premiums she faces with her new Obamacare-approved plan. She 
had been unable to keep the healthcare she liked and confessed to my office “I’m afraid of my 
government.” I’m worried that in telling families we know what is best for them--we are making 
the same mistakes in mortgages that were made in health insurance. 

• Example: A credit union in my area made a loan to a credit worthy, self-employed 
individual. That credit union is doubtful they would have had the confidence to make 
the loan under the new QM regulations. 

• Another example — Bay Cities Bank in Tampa recently announced it would stop 
originating mortgages all together, according to the banks President; “When you 
make it hard enough for a company to offer residential loans, eventually they are 
going to say we can’t make economic sense of this line of business anymore.” 

What is the legal liability a lender faces for originating a non-QM loan that does not comply with 
the ability-to-repay requirement? If you operated a bank and were responsible for the fiscal 
health of that institution, would you take on that liability? 

Response: 

Lenders that have long upheld sound underwriting standards have little to fear from the Ability- 
to-Repay (ATR) rule; the strong perfomiance of their loans over time demonstrates their care in 
underwriting to borrowers who have the ability to repay. Nothing about their traditional lending 
model has changed, and they can continue to offer the same kinds of mortgages to borrowers 
whom they evaluate as posing reasonable credit risk - whether or not they meet the criteria to be 
classified as Qualified Mortgages (QM). A reasonable, good faith determination of a borrower’s 
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ability to repay has always been the hallmark of responsible, lending, and this common-sense 
approach is what informs the ability to repay requirement. 

There is no requirement that a creditor has to make a QM loan, If a loan is a QM, there is a legal 
presumption that the ability to repay requirement has been met. But there is no presumption that 
the ability to repay requirement is not met if the loan is not a QM. We did an analysis for our 
ATR/QM rule with very conservative assumptions that we think would tend to overestimate the 
risk. The analysis concluded the ability to repay liability risk was small and would increase the 
interest rate on a $210,000 loan by no more than 3 to 10 basis points. We realize that, however 
small the additional risk, every lender must take it into account. But we think risk is managed by 
responsible lending. It should be kept in mind that making a reasonable and good faith 
determination is not a guarantee that the borrower will repay the loan, and it should not be 
considered as such. It is only a determination that the borrower has the ability to repay the loan 
at the time the loan is made. 


Ross 3: 

Short of providing financial education and preventing fraud, why should it be the CFPB’s job to 
detennine which products and terms will be provided to consumers? 

Response: 

The marketplace determines what products, terms, and services will be offered and provided to 
consumers. One of the Consumer Financial Protection Bureau's (Bureau) responsibilities is to 
ensure that the products and services within its Jurisdiction comply with Federal consumer 
financial laws. For example, the Bureau generally is tasked with ensuring that consumer 
financial products and services provided in the marketplace are not unfair, deceptive, or abusive, 
and that access to credit is nondiscriminatory under the Equal Credit Opportunity Act. In 
addition, the Truth in Lending Act, as amended by the Dodd-Frank Act, requires a creditor to 
make a reasonable assessment of a borrower’s ability to repay before using a mortgage loan. 


Ross 4: 

Won’t the overall effect of the QM rule be to advantage certain types of products and certain 
terms in the market place over others? 

Response: 

Congress made a policy Judgment in adopting the Dodd-Frank Wall Street Reform and 
Consumer Protection Act that creditors should make a detennination of a consumer’s ability to 
repay a mortgage loan based on verified and documented information. In so doing. Congress 
effectively banned “no doc” and “low doc” loans. Congress also made policy Judgments that 
certain loans with certain features should not be treated as Qualified Mortgages (QM). However, 
the Bureau believes that non-QM loans can be made responsibly and, indeed, that responsible 
non-QM loans are a critical component of the overall market. The Bureau crafted the rule very 
carefully to encourage responsible lending and a vibrant market for both QM and non-QM loans. 
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Ross 5: 

As a father of college-age sons, Tm concerned about the effect of the Debt-to-lncome 
qualification for QM loans. It seems to me that mortgage credit options for young people with 
student loan debt will be severely limited, if not eliminated, by the 43% Debt-to-lncome 
threshold. The Federal Reserve did not require lenders to consider this ratio, why did the CFPB? 

Response: 

A debt-to-income (DTI) ratio is a basic tool that creditors use regularly to assess consumers’ 
ability to repay new debt, and the Consumer Financial Protection Bureau (Bureau) believed that 
it was appropriate to use the authority granted by the statute to require creditors to consider this 
ratio in order to meet Qualified Mortgage (QM) requirements. One type of QM further requires 
that consumers’ DTI ratio not exceed 43 percent. The Bureau chose the 43 percent threshold for 
the basic QM definition in part because it has long been used by the Federal Housing 
Administration (FHA) as a general boundary for defining affordability, and is more liberal than 
benchmarks used by some other market players. We believe that it allows ample room for 
consumers to qualify for qualified mortgages. At the same time, we recognized that because 
some creditors might be reluctant initially to make loans that are not QMs, it would be helpful to 
create transition mechanisms to ensure that qualified borrowers above the 43 percent threshold 
could access responsible credit while the market adjusted to the rule. Accordingly, we also 
adopted provisions allowing loans that are eligible for insurance or purchase by the government- 
sponsored entities or certain federal agencies to be designated as QMs even if they exceed a 43 
percent DTI. We believe that this mechanism will address short-term concerns about access to 
credit while allowing room for a vibrant and responsible market for non-qualified mortgages to 
develop over time. Among other restrictive thresholds, we could have included in the rule a 
threshold to limit loans by credit score, or by loan-to-value ratio, neither of which the Bureau 
incorporated into the rule. 


Ross 6: 

Once the GSE exemption expires, where will consumers with DTI’s above 43% go to get a loan? 


Response: 

We fully expect that responsible lending can and will continue outside of the 43 percent debt-to- 
income (DTI) qualified mortgage (QM). The GSE/federal agency QM - which is not really an 
exemption but a different category of QM - was developed as a temporary measure that expires 
in a maximum of seven years, depending on certain conditions, and will not require a DTI ratio 
of 43 percent or less. It provides QM coverage until the covered federal agencies develop their 
own (JM rules, as provided for in the Dodd-Frank Wall Street Reform and Consumer Protection 
Act. As the other federal agencies adopt their own QM rules, it will bring more certainty and 
stability into the markets those agencies serve. The Department of Housing and Urban 
Development, which serves a significant market through the FFIA, has already finalized its own 
QM rule. The temporary QM also gives creditors and the market time to develop familiarity and 
comfort with operating outside the QM space. We expect the market to recognize the business 
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opportunity outside of QM and to make that adjustment before the temporary QM definition 
expires. 

In addition, there is another form of QM that does not require a DTI ratio of 43 percent or less, 
and that does not expire, which requires that the loan be made by a small creditor, satisfy certain 
other limitations on points and fees and restrictions on risky loan features, and be retained in 
portfolio by the creditor. Although this QM definition does require that the creditor consider the 
consumer’s DTI ratio, it does not set any specific cap on DTI. This covers the vast majority of 
community banks and credit unions, and makes their mortgages QM with the safe harbor from 
any legal liability. The addition of this extra provision was designed to protect relationship 
lending by smaller institutions, and has been greeted with favor by thousands of those 
institutions. 
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